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TO ESTABLISH A SIMPLE AND SCIENTIFIC MONETARY SYSTEM, FOUNDED 
UPON GOLD, GUARANTEED BANK NOTES, AND SILVER, WITH UNIFORM 
BANKING AND BANKING RESERVES IN GOLD COIN OR ITS EQUIVALENT ; TO 
GUARANTEE ALL DEPOSITS AND NOTE ISSUES; AND TO FIX CERTAIN 
RULES AND REGULATIONS WHEREBY THE FINANCIAL OPERATIONS OF THE 
GOVERNMENT SHALL CEASE TO BE A DISTURBING FACTOR IN OUR TRADE 
AND COMMERCE. 



January 8, 1908. — Referred to the Committee on Banking and Currency and 

ordered to be printed. 

[Omit the part struck through and insert the part printed in italics.] 
Februaby 28, 1908. 



Mr. Fowler, from the Committee on Banking and Currency, sub- 
mitted the following 

REPORT. 

[To accompany H. R. 12677.] 

The Committee on Banking and Currency, to whom was referred 
the bill (H. R. 12677) to establish a simple ^and scientific monetary 
system, founded upon gold, guaranteed bank notes, and silver, with 
uniform banking and bank reserves in gold coin or its equivalent; 
to guarantee all deposits and note issues ; and to fix certain rules and 
regulations whereby the financial operations of the Government shall 
cease to be a disturbing factor in our trade and commerce, begs leave 
to submit the following report, and recommend that said bill do pass, 
with certain amendments, as will appear in the copy of the bill, 
which is a part of the report. 

Your committee is of the opinion that there should be no further 
patchwork, no temporary device, no political expedient, but that 
there should now be a genuine and complete reform of our financial 
and currency practices. 

The business interests of the country and the danger to our national 
credit both unite in demanding that we should now adopt a scientific, 
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6 SCIENTIFIC BANKING SYSTEM. 

The bill, which your committee now has the honor to report to the 
House, is comprehensive in character, scientific in principle, practical 
in its application, and will accomplish the following results : 

First. It will unifj^ the banking interests of the United States, co- 
ordinating and bringing them into perfect harmony. 

Second. It will secure a uniform and adequate reserve in gold coin, 
to prove all bank credits and thereby protect the interests of all de- 
positors. 

Third. It will establish a scientific and simple monetary system, 
with all of our bank reserves in gold coin, with bank credite redeem- 
able in gold coin for all of our larger bills, and with silver for our 
smaller bills and subsidiary coin. 

Fourth. It will give us a true credit currency system, by which our 
current credits will always increase and decrease in strict accordance 
with the demands of business, never too great, never too small, but 
invariably adjusted to the requirements of trade and commerce. 

Fifth. It will give to our laborers, farmers, producers, manufac- 
turers, and merchants, and to all others who have bank accounts, the 
right to have their credits in that form which will best serve their 
needs, viz, either a credit upon the books of the bank subject to check, 
a draft upon another locality with which to buy goods or pay debts, 
or a cashier's check, payable to bearer, the current credit of the bank 
or a bank note, which will be printed and furnished by the Govern- 
ment preciselj^ as bank notes now are. 

Sixth. It will give to the masses of our people, those who use cur- 
rency instead of checks, just as economical and cheap credits as the 
rich and powerful have who keep bank accounts subject to check. 

Seventh. It will give us a currency based upon the products of 
labor, the consumable commodities of the country, the things we eat, 
we wear and use, and that currency redeemed in gold coin. 

Eighth. It will enable the farmer, producer, manufacturer, and 
merchant to coin their commodities into currency which the banks 
will be compelled to redeem in gold coin. 

Ninth. It will establish in the United States Treasury a fund ap- 
proximating $700,000,000 to guarantee the redemption of these notes 
m gold coin and protect all depositors of national banks, thereby pre- 
venting panics and stopping the hoarding of money. 

Tenth. It will completely divorce the operations of the United 
States Treasury from the trade and commerce of the country, and 
thereby prevent their continuance as a disturbing factor in the busi- 
ness of the country. 

THE EFFECT OF THE BILL. 

It will displace all of our bond-secured currency, which bears no 
relation to the business of the country, with a true credit currency, 
which comes into existence with production and disappears with con- 
sumption. Therefore we shall always have just enough currency to 
meet our trade requirements. 

NATIONAL HONOR. 

It will retire the demand obligations of the Government and com- 
pletely free us from the dangers and perils of national repudiation 
and dishonor. 
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GOLD STANDARD. 
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8 SCIENTIFIC BANKING SYSTEM. 

The chairman of each board of managers is a deputy comptroller of 
the currency. These boards of managers meet at least once every 
month. 

The deputy comptrollers of the twenty commercial zones meet at 
least every six months with the Comptroller of the Currency acting as 
chairman, for the purpose of consulting and advising each other. 

It will be observed that the structure of this organization is based 
upon that of our State and Federal Government. 

ADDITIONAL POWERS. 

National banks are authorized — 

First. To take our bank notes for issue and circulation without 
depositing Government bonds. 

Second. To guarantee depositors. 

Third. To act as executor, administrator, guardian, and trustee. 

Fourth. To examine and supervise their banks through their own 
examiners. 

NOTE FUNDING. 

In place of the present outstanding Government bond-secured 
notes the banks will have the right to take out for issue and circula- 
tion bank notes equal to the capital of the bank, the same being 
protected by gold reserves in amount as now provided by law for 
deposits, and their payment will be guaranteed bv a deposit in the 
United States Treasury of a fund approximating $700,000,000. 

If at any time the business interests of the country should require 
it in any locality, subject to the approval of the board of managers 
of the respective districts, any bank may take out an additional 
amount of notes equal to its capital. 

GUARANTY FUND. 

At the time of taking out bank notes for issue and circulation a 
bank shall deposit in the Treasury of the United States an amount 
of gold coin or its equivalent equal to 5 per cent of its average 
deposits for the preceding six months ; and also 6 per cent of the 
bank notes it takes out. The amount so deposited is a part of the 
required reserves of the banks. 

It is assumed that the total deposits will be at least $13,000,000,000, 
and that the total note issue will be at least $1,000,000,000, making 
in all $14,000,000,000, 5 per cent of which is $700,000,000. 

INTEREST ON GOVERNMENT DEPOSITS. 

As soon as the amount in the guaranty fund, arising from the 
deposits therein of 5 per cent of the note issues and 5 per cent of 
the deposits, shall reach the sum of $25,000,000, all bonds now held 
by the Government to secure its deposits with national banks shall 
be returned to the respective banks owning them, and the banks shall 
thereupon begin to pay the Government on its deposits interest 
thereon at the rate of 2 per cent per annum, the same being payable 
semiannually. 
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SCIENTIFIC BANKING SYSTEM. 9 

All Government deposits shall be equitably distributed throughout 
the United States; and no deposit with any national bank shall ex- 
ceed fifty per cent of its capital. 

CURRENT DEPOSIT OF GOVERNMENT REVENUES. 

The Government shall receive in payment for its dues national 
bank notes or the checks or drafts oi national banks, and shall pay 
all its own obligations by check or draft on national banks. It shall 
deposit from day to day all of its receipts in national banks precisely 
as any business house does. 

NOTE REDEMPTION. 

All expense attaching to the transmission of any bank note by the 
holder thereof to a redemption agency is paid by the Government. 

RATES OF INTEREST ON COMMERCIAL AND TRUST ACCOUNTS. 

No bank is allowed to pay more than 2 per cent on any account 
subject to check. The rates of interest to be allowed in the several 
redemption districts upon time certificates shall be determined by the 
managers of the respective districts. 

CONVERSION OF UNITED STATES NOTES. 

As soon as the amount of the accumulations in the guaranty fund 
from income reaches the sum of $25,000,000, the balance remaining 
on the 1st days of January and July of each year, after paying all 
expenses, shall be used to convert the United States notes into gold 
certificates. The result will be that the United States notes, amount- 
ing to $200,000,000, will be paid out of the taxes upon circulation and 
interest upon Government deposits held by the banks. 

It is the confident belief of the committee that by the enactment of 
this measure all the fundamental defects or weaknesses in our finan- 
cial and currency practices will be eliminated and that we shall have, 
all things considered, the very best banking system in the world in- 
stead of the very worst. To delay this important work any longer 
means still greater and continued commercial disaster ; and in case of 
a great war, a complete breakdown of our national credit with all the 
ruinous consequences that follow in its train. 
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SPEECH OF HON. CHARLES N. FOWLER. 



The House being in Committee of tlie Whole House on the state of the Union, 
and having under consideration the bill (H. R. 10446) to provide for temporary 
street railway connection with the Union Railroad Station in the District of 
CJolumbia — 

Mr. Fowler said: 

Mr. Chairman : I send to the Clerk's desk a clipping taken from 
the Washington Post this morning, which I desire to have read. 
The Clerk read as follows : 

An interesting story was told last week bearing upon the probable action of 
certain leaders in the House with respect to this bill. There need be no fear, 
it is said, that Chairman Fowler and his committee will not report the Aldrich 
bill promptly to the House, and that this measure will go through the orderly 
course of committee procedure without recourse to the device of sending it to 
the Ways and Means Committee or considering it without sending it to any 
committee whatever. 

It was said that Speaker Cannon was so firmly convinced of the necessity of 
speedily passing a measure containing the vital principles of the Aldrich bill 
that he thought seriously of deposing Mr. Fowler from the chairmanship of the 
Committee on Banking and Currency. The Speaker understood Mr. Fowler*s 
opposition to that bill and his great desire to have his own currency measure 
adopted by the House. Mr. Fowler, however, it is said, saw the handwriting on 
the wall, and gave the Speaker to understand that he would abide by the will of 
the majority of the House, and would report the measure when it came over 
from the Senate. With such an understanding the Speaker reassigned Mr. 
Fowler to the headship of the committee. 

Mr. Fowler. Mr. Chairman, every word, from the first to the last, 
of that publication is utterly and absolutely false. 

When Speaker Cannon called me in and advised me of the fact 
that he was going to appoint the Committee on Banking and Cur- 
rency, after telling me that all of the published statements to the ef- 
fect that he intended to displace me were a pack of lies, the only sug- 
gestion he made at all was that he thought it would be unwise to 
bring any measure into the House before the holidays, on account of 
the sensitive condition of the public mind. 

No allusion of any kind whatever was made to any bill in this 
House or any other. I replied to him as follows : " I agree with you ; 
and more than that, I believe that any measure that attempts to affect 
the present situation or to deal with it in any. way would be unwise, 
not only before the holidays, but useless and unwise for this entire 
session." And that is all that was said. 

I sincerely hope and firmly believe that no Member of this House 
would permit the putrid purpose of securing place, however exalted, 
to paralyze his patriotism and destroy his devotion to his country. 
[Applause.] The man who betrays the principles which he truly 
believes will best conserve the interests of his country is as foul a 
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14 SCIENTIFIC BANKING SYSTEM. 

traitor as he who, in uniform, upon the field of battle, turns and 
shoots down his comrades defending the Stars and Stripes. Such 
an imputation is an insult to the Speaker and every Member of this 
House. I denounce it as false, and, as I believe, maliciously false. 

Mr. Chairman, what I said to Speaker Cannon with regard to tem- 
porary legidation I thoroughly believe. After the panic of 1873 a 
panacea was offered to General Grant in the way of more greenbacks, 
and he vetoed it. In 1893 the panacea was offered, to Grover Cleve- 
land of more silver, and he vetoed it; and I hope that this House 
now, under exactly the same conditions, will be as intelligent and 
brave as those two men were in their day. 

The importance of this question can hardly be appreciated. We 
are dealing with bank resources amounting now to $19,645,000,000 
in this country, while the banking power of all the rest of the world 
amounts to, according to the same calculation, $30,500,000,000. In 
other words, we have in the United States two-fifths of all the bank- 
ing power of all the world ; and we produced last year products of 
various kinds valued at $25,000,000,000. 

Now, everybody knows that there is something wrong, radically 
wrong, and those who have studied the situation know that we have 
the worst financial and currency practices in the world instead of 
the best. 

What is the acute and most urgent question before the American 
people? What is the question that will not down until the people 
themselves have settled it ? . 

What is the immediate and direct cause of the present deplorable 
situation ? What is the cause of the most disgraceful incident in the 
business life of the nation ? 

It is a bond-secured currency which bears no relation whatever to 
the business of the country. 

What was the origin of this bond-secured currency ? 

In 1863, when Secretary Chase wanted to raise money to carry on 
the war, he devised this scheme of basing our currency upon Govern- 
ment bonds; and, by imposing a 10 per cent tax upon bank-note cir- 
culation^ compelled the bankers to buy the United States bonds and 
issue circulation based upon them. It was a bond-selling scheme 
in its inception, and it has never been anything else but a bond- 
speculating scheme. 

From 1882 to 1891 this bond-secured currency, though the country 
was expanding and growing in every direction, fell from three hun- 
dred and sixty-two millions to one hundred and twenty-five millions, 
and this I say in the face of the fact that the period was one of pros- 
perity and expansion. It contracted two hundred and twenty-five 
millions simply because it did not pay to hold the bonds. 

From 1891 to 1900 you will find upon investigation that the bank 
notes often decreased from July to December, when they ought to 
have increased from two hundred and fifty to two hundred and 
seventy-five millions of dollars, simply because it paid to sell the 
bonds, and the bankers did what they ought to do for their stock- 
holders as a matter of business. Again, you will find that in the 
same nine years from January to July, when the bank-note currency 
ought to have decreased from two hundred and fifty to two hundred 
and seventy-five millions, the circulation actually increased, because 
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it paid to buy the bonds, and the bankers did what was for the interest 
of the stockholders of their respective banks. 

In other words, a bond-secured currency bears no relation to the 
business of the country, but increases and decreases according to the 
profit or loss in buying or selling the bonds. 

Mr. Chairman, if the principle or practice, rather, of basing a 
currency upon bonds were a wise one, is it not altogether likely that 
some other nation would have adopted it during the past forty-five 
years? One country did adopt it, that enterprising country across 
the Pacific, Japan. But the Japanese Government adopted it only 
over night. They found this bond-secured currency utterly unfit for 
their country and discarded it and adopted credit currency. So we 
stand alone in all the world in having it, and we have it only by 
tradition and not by adoption as a principle. 

The present panic, how did it come about? Every fall, beginning 
with July and up to the 1st of January, it has been demonstrated 
that the central cities of the country send into the farming districts 
about three hundred millions of currency. Last fall, when this de- 
mand was urgent there coincidently happened a financial difficulty in 
New York that precipitated a run on the banks and probably from 
$125,000,000 to $150,000,000 of currency was seized, so that the New 
York bankers not only were utterly unable to send money to the 
West, but were even compelled to adopt clearing-house certificates. 

Therefore our whole system of currency exchange broke down 
from one end of the country to another in a time of prosperity, when 
the prices of all commodities were high, and people wanted to buy 
them. You could not sell a bale of cotton and transfer title; you 
could not sell a fat steer and transfer title, or a bushel of wheat and 
transfer title, because your current exchange had completely broken 
down. 

Now, gentlemen, if you had had the kind of currency that you 
ought to have had, and if the banks of this country could have sent 
their credits into the country districts ; if they could have converted 
their book credits subject to checks into current credits, which passed 
without indorsement, we never would have had the troubles of this 
last summer. It is a certainty that the banks in these central cities 
-were owing the country banks more than $300,000,000. That was an 
absolute debt, subject to check or draft. They held their reserves 
against $300,000,000. Now, if they could have converted this $300,- 
000.000, which is a debt against which they hold reserves, into a cur- 
rent credit, and have held the same reserve against the current credits 
that they held against the order credits, they could have paid off every 
one of these banks throughout the country and have moved the crops 
and no one would have ever known that the crops were being moved 
nor that a bank had closed its doors in New York. They would not 
have increased their debt one single dollar ; they would not have in- 
creased their reserves one dollar; and it would have been simply a 
matter of bookkeeping — the president of the bank saying to the cash- 
ier, " Send out our bank notes, charge the country banker, and credit 
the cashier of this bank." That would have been all there was to the 
transaction. 

With a view of impressing upon the members of the Senate and the 
House of Representatives the fatal mistake of pursuing this policy 
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any further, especially of passing the boundaries of Government obli- 
gations, I addressed the following letter to each of them : 

Committee on Banking and Currency, 

House of Representatives United States, 

Washington, D. 6\, January IJ^ 190i^. 

My Dear Sir : While we are trying to thinli ourselves out of our deplorable 
currency condition, it seems as though we ought to take some note of the obser- 
vations and conclusions of the leading economic authorities of the world and of 
what they are thinking and saying about us. 

Paul Leroy-Beaulieu, the leading economic authority of France, has this to 
say in the New York Evening Post of December 31, 1907, in its annual financial 
review : 

"It is true the American monetary system can not stand on its feet. Some- 
thing of course must be done; and I hold to President Cleveland's principle 
that the United States must work out the separation of bank and state ; but any 
immediate action in this matter is diflacult, if only for the reason that the 
public funds used by the national banks could hardly be capitalized elsewhere 
at anything like a 2 per cent rate. In this connection I have been surprised to 
learn of a possible future loophole to permit the national banks to issue bills 
against other than Government funds. It seems to me that this would remove 
the very necessary limits which the possession of Government funds established ; 
if railway or even municipal funds, for example, should possibly take their 
place, it might lead to dangerous inflation." 

In the London Economist the following appeared; 

"How and when the American coach will be pulled out of the mire in which 
it has been sticking for the last eight weeks is a problem that becomes more 
pressing every day. The present situation is a peril to financial and commer- 
cial interests all the world over. The best that can be said is that the realities 
are beginning to be appreciated on the other side of the Atlantic. * * * A 
great part of the American currency is inconvertible. The issues of bank notes 
in the United States are not based upon sound principles. The so-called security 
of bond deposits is no proper security at all. It is a device which originated in 
a desire to give an artificially high value to the Government's debt and enable 
it to borrow cheaply. The American people are saddled with an unsound cur- 
rency because the American Government when it was hard up wanted to make 
a market for its bonds." 

And also the following: 

" The American public has become so hardened to the idea of bond-secured 
currency, with no proper relation to gold, and therefore no automatic elasticity, 
that we fear there is little chance of creation of a simple, sound, and uniform 
system of currency. If American bank notes are issued to an unlimited extent 
on security of railway bonds, we may have to study again the history of Law's 
Mississippi scheme, and of the French assignats, which were proudly described 
as paper money based on the firm foundation of landed property." 

If the observations of these leading economic authorities are true, it must be 
self-evident that we are at the parting of the ways now precisely as we were in 
1896; and that to adopt the principle of using bonds as the basis of our cur- 
rency will be far more disastrous in the end than it would have been to adopt 
silver as our standard of value in 1896. 

Very truly, yours, Charles N. Fowler. 

Mr. Underwood. Will the gentleman yield to a question ? 

Mr. Fowler. I do not desire to be interrupted now to answer any 
question, but when I have finished I shall be very pleased to answer 
questions. 

The next important question that we want to consider in this coun- 
try is that of our bank reserves ; and I want to say that there is, in 
my opinion, nothing that is fit for a bank reserve except gold, and 
that m any country, whatever the standard of value may be, the re- 
serves should be coined out of that standard of value. [Applause 
on the Eepublican side.] 

Let this be understood once for all. If it is cotton, then coin them 
out of cotton ; if it is wheat, coin them out of wheat ; if it is copper, 
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coin them out of copper; if it is silver, coin them out of silver; but 
if it is gold, coin your reserves out of gold. 

Now, what is the fact about the reserves of this country ? 

Mr. Chairman, having called the attention of the House to the im- 
mediate cause of the panic last fall, which I believe was distinctly a 
currency panic, I shall now proceed to point out the fundamental de- 
fects in our financial and currency practices, which I will not dignify 
by calling principles or systems. I believe that certain of these de- 
fects are most serious and must inevitably, sooner or later, lead to 
commercial disasters compared with which the experiences of the 
fall of 1907 may be regarded as a pleasing recollection. 

First, I desire to call the attention of the House to the appalling 
condition into which the reserves of the banks of the country have 
already come. 

I tried to make an estimate of the amount of bank notes, which 
are nothing but mere promises to pay based upon other debts. Gov- 
ernment bonds due twenty-five years from now, which have found 
their way into the banks of this country and are being held as re- 
serves. I estimated from the information that I could get last year 
that there were over $200,000,000 of bank notes so held. 

Last Saturday, in a conversation with the Comptroller of the Cur- 
rency (Mr. Eidgely), he said to me: " Mr. Fowler, I do not believe 
that there are more than $150,000,000 of bank notes, of which we now 
have $rOO,000,000— I do not believe there are more than $150,000,000 
of them in circulation." 

This leaves $550,000,000 of bank notes in the reserves of the banks 
of this country, one-half of all the cash reserves now held by the 
banks being in mere promises to pay. 

Think of it, gentlemen. Now, how does that come about ? I will 
tell you. A gentleman recently told me that he knew of a trust com- 
pany that had taken $3,000,000 of the bank notes of one single bank 
and locked them up so that that bank could make its 1 per cent and 
over on its circulation, and that another trust company had $2,000,000 
of the bank ^notes of another bank locked up in the bottom of its 
reserve. 

And so, all over this country, the men who have national banks go 
to the State banks and trust companies and place their national-bank 
notes in the reserves of these State banks and trust companies, until, 
according to Comptroller Eidgely, they have crowded five hundred 
and fifty million of gold out of our reserve, for remember that every 
dollar of bank notes in our reserves has displaced and crowded out 
just that amount of gold. 

It may be asked why the national banks desire to lodge their notes 
permanently in the reserves of the State banks and trust companies. 
It is because they make a profit of about 1 per cent, sometimes more 
and sometimes less, according to the price of the bonds, and therefore 
desire to keep their notes out permanently. 

A perfect parallel to this process may be found in the fact that 
from 1793 to 1834 a differential of one-half of 1 per cent in favor of 
silver crowded every dollar of gold out of this country. 

The required reserves of our national banks average about 20 per 
cent. My investigation last March, the result of which I tried to 
give to this House, and which contained a prophecy of precisely what 

H. Rep. 1126, 60-1 2 
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would happen last fall, but which was not listened to very patiently 
because, as I suppose, people dislike to hear unpleasant things, dis- 
closed the fact that the banks of this country, outside of the national 
banks, only held 6.35 per cent in cash. According to Mr. Ridgely's 
opinion, above referred to, probably a half or two-thirds of afl the 
reserves held by the State banks and trust companies, insignificant as 
the amount was, was in these bank notes — ^mere promises to pay the 
debts of the banks. 

I have just received the following letter from the Comptroller of 
the Currency and read it because it discloses the high average of the 
reserves required by the national banks and the very great and unfair 
advantage the State banks and trust companies now have over the 
banks under national supervision : 

Treasury Department, 
Washington, ^January 25 j 1908, 
Hon. Ohas. N. Fowler, 

House of Representatives, Washington, D. C. 

Sir : In reply to your inquiry by teleplione, you are respectfully informed that 
the percentage of reserve held by the national banks during the year 1007 was 
at the lowest on March 22, being 20.74 per cent, as you will note from the fol- 
lowing : 



January 26,lWr 

March 22, 1907 

May 20, 1907 

August 22, 1907— 

December 3, 1907 



Reserve held. 



21.53 
20.74 
21.22 
21.33 
21.31 



Reserve held, 
including 
excessive 
credits with 
reserve 
agents. 



26.87 
25.4& 
25. 7» 
25.56 
24.72 



On December ,3, 1907, the net deposits subject to reserve requirements aggre- 
gated $4,906,684,057.73. A reserve was required of $978,104,566.40, equaling 
19.93 per cent. ♦ ♦ ♦ 

Very respectfully, Wm. B. Ridgely, Comptroller. 

Mr. Chairman, in the second place, I desire to call the attention of 
the House to the 346,000,000 of United States notes still outstand- 
ing, mere promises to pay, mere pieces of fiat, issued during the 
civil war, more than forty years ago, and under the stress of supposed 
necessity. They have never been paid and canceled, nor retired by 
funding, simply because neither the Republican party nor the Demo- 
cratic party has ever had the political courage to do its duty and 
eliminate this ever-threatening danger. 

These United States notes have remained to this day a disgrace to 
our economic wisdom, a monument to our political cowardice^ and 
what is more, a serious menace to our national credit. Nay, more, 
they have been a constant source of unsound thought, because their 
existence has led many to the conclusion that our bond-secured bank 
notes were fit for bank reserves, on the theory that if the greenbacks 
were proper reserves the bank notes necessarily must be, because se- 
cured by Government obligations. 

All of us remember the horror of 1895, when the credit of this 
nation hung over the precipice of dishonor, and when we were cer- 
tainly withm forty-eight hours, possibly twenty- four hours, of na- 
tional repudiation, for apprehension had set the endless chain of 
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greenbacks to work, and our one hundred million of gold had dwin- 
dled to forty-one million of dollars. 

At that critical moment Mr. Cleveland had the intelligence, the 
courage, and the patriotism to grasp this monster by the throat, and, 
against the protests of practically the entire Democratic party, ap- 
peal to that great financier, Mr. Morgan, through whose aid our na- 
tional honor was maintained by controlling the exchanges until we 
could recoup our gold. I, for one, thank God that a man like Grover 
Cleveland was President of the United States that year^ [Prolonged 
applause.] 

Mr. Chairman, for the information of the House I will read a let- 
ter just received from the Treasury Department giving the actual 
condition of the Treasury on the 8th day of February, 1895, wh^i 
the contract was signed with Mr. Morgan, and also on the 12th 
day of February, 1895 when our net gold in the Treasury fell to 
$41,340,181.11. 

Treasury Department, 
Washington, January 25, 1908, 
Hon. Charles N. Fowler, 

Chairman Committee on Banking and Currency, 

House of Representatives. 

Sir: In reply to your inquiry of this date (by phone) relative to the issue 
of $62,315,400 in 4 per cent bonds of the United States dated February 1, 1895, 
you are advised that the contract for the sale of these bonds In exchange for 
gold was executed February 8, 1895, and that the first deposit of gold under 
the terms of the contract was made at New York on February 11, 1895. 

The Treasury holdings of gold on February 8, 1895, was as follows : 

Gold coin $52, 093, 118. 07 

Gold bullion 43, 288, 961. 05 

$95, 382, 079. 12 

Less gold certificates in circulation 52, 599, 019. 00 

Net gold in Treasury 42, 783, 060. 12 

On February 12, 1895, the net gold in the Treasury amounted to $41,340,181.11 
the lowest reached since the resumption of specie payments January 1, 1879. 
Respectfully, 

J. F. Meline, 
Assistant Treasurer United States. 

Who can tell when this slumbering danger shall again threaten the 
credit of the nation and shake the finances of the Government and 
the commerce of the United States to its very center? Do we not 
know that we are carrying 700,000,000 of bank notes, 600,000,000 of 
silver, and 346,000,000 of greenbacks on a mere pin point of gold 
amounting to only 150,000,000 ? And yet it is suggested that we may 
with safety add 250,000,000 more of Government guaranty of paper, 
500,000,000 more of Government paper; yes, a billion more of Gov- 
ernment paper, which must in the very nature of things lead on to 
other hundreds of millions and billions more of fiat. 

The people of this country, in Congress and out of it, seem to be 
thinking of isolated facts, of isolated circumstances, not at all real- 
izing that great laws, as certain in their operation as the law of gravi- 
tation, must inevitably control the situation and that the measure of 
our misfortune and misery will be in the degree of our folly. 

The third fundamental defect in our Government practices to 
which I desire to call the attention of this House is the handling of 
our Government funds. 
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Think of it, gentlemen ; instead of our Government receiving pay- 
ment and paying its own obligations as all governments, States, cities, 
and business establishments do, we are actually withdrawing from 
the channels of trade daily the reserves which ought to continue in a 
normal relation to the business of the country. 

If any corporation or large business house pursued the practices of 
this Government, I think it should and would be mobbed inside of a 
week for doing it. 

The subtreasury system of the United States has been a curse to the 
commerce of the country ever since it was established ; and it has been 
more of a curse in recent years than ever before, simply because the 
business of the country has grown to such proportions and the Gov- 
ernment transactions are so large that our practices amount to a 
threatening commercial earthquake. 

Not only is this true, but it is a constant source of suspicion, a 
source of hatred, and a source of sectional rivalry. Indeed, I do not 
know of anything in this country that has constantly aroused such a 
bitter feeling between the various sections of the country as the dis- 
tribution of this money forcibly withdrawn from the business of the 
country, and I was on the point of saying forcibly put back in times 
of stress. 

A desperate effort is being made at this very time to get evidence to 
show how favorite cities, possiblv favorite banks, have obtained an 
advantage by securing an undue share of the public funds. The bank 
which the Secretary of the Treasury honestly believes needs it most 
undoubtedly gets the money, but the opinion, the conviction, which 
.necessarily must result from the impression made on the Secretary 
by the arguments advanced and the showing made controls his action. 
If the applicant is eloquent and powerful and his influence very great, 
the Secretary of the Treasury, being human like the rest of us, is 
moved naturally just as all the rast of us would be. 

The United States Government should receive its revenues by check 
and draft of national banks and deposit its money every day by check 
and draft and withdraw it from the bank by check and draft precisely 
as any other business institution does, and should cease to be a dis- 
turbing factor in the business of the United States. 

It is impossible to pull one million, five million, ten million, 
twenty-five million, fifty million, two hundred and fifty million dol- 
lars of the reserves of this country out of the channels of trade with- 
out disturbing our business conditions most disastrously. Nor is the 
withdrawal of the reserve from the channels of trade much more un- 
fortunate in its ultimate effect than the thrusting of this vast sum 
back at places and at times wholly without reference to the actual 
commercial requirements. 

You will observe, gentlemen, that I speak of commercial require- 
ments. These transactions have no natural connection with the com- 
mercial movements of the country. The transactions of the Gov- 
ernment have become so stupendous that the public welfare demands 
a rational disposition of the public revenues. 

I desire to call the attention of the House to the fourth fundamen- 
tal defect, which is the banking system, or banking practices, rather, 
of the country. 

Our banking system is individual and is the counterpart of that 
characteristic which, I think, distinguishes our people from those of 
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all other countries in a marked degree, and that is our individualism. 
The American citizen is the most positive, characteristic, and indi- 
vidual human being in the world. He is the outgrowth of our po- 
litical institutions, and, therefore, naturally so^ and our bankmg 
practices are in perfect keeping with that individualism. It is the 
individual system, the unit system. 

We have in this country to-day, national and State banks and trust 
companies, 19,746 independent and individual institutions. Their 
position depends in some instances almost entirely upon the stand- 
ing of the officers of the bank, the capital varying all the way from 
nothing up to $25,000,000. The deposits of these conmiercial banks 
are now in excess of $13,000,000,000, while the number of depositors 
now runs into the millions* Of the national banks there are 6,620, 
while of others there are more than 13,000. 

Now, gentlemen, this individual banking system can never stand 
alone, because just as quick as a rumor sweeps acrosg the country 
every man who has a dollar deposited in any bank, except one of the 
very largest capital, compares at once its deposits and its reserve. He 
fears it can not pay, and he begins to doubt whether any bank will 
survive. The result is that there are runs on banks all over the 
country. 

We must coordinate all our banking institutions, gentlemen, and 
bring them into one harmonious whole, so that while we gain all the 
power of a great central bank — indeed, the greatest in the world — 
we shall lose none of the individualism of the American bank, which 
is a source of local pride and will be a great source of power in the 
development of American resources, American character, and Ameri- 
can institutions. 

Up in New England you have a grand system of mutual savings 
banks. Go down to Boston, and vou will find trust companies doing 
everything a bank can do — indeed, everything they are authorized to 
do under the proposed bill. It is a trust company, it accepts deposits 
for saving, it does a commercial business, it has time certificates, it 
does absolutely everything that a bank can do. A national bank in the 
same town can only do a conmiercial business. 

Go to New York, and the trust company does everything except 
strictly discount business. Go to Philadelphia, and a trust company, I 
believe, does everything that a national bank can do and all that a 
trust company can do, and it takes saving deposits besides. 

Go into a trust company in Detroit, Mich., and you will find that it 
can only do a trust business, because the State banks anticipated the 
encroachments and limited the powers of trust companies, so that a 
trust company can not do anything' except a strictly trust business. 
Go out to Chicago, and you will find trust companies doing anything 
that any bank can do, wherever it may be located. Beyond New Jer- 
sey and New York in the United States there are only twenty-five 
mutual savings banks in the United States. All the rest of them are 
stock companies run for profit. 

So what have we in this country? You have banks doing business 
with no reserves, banks with 5 per cent reserves, banks in some States 
with 10 per cent reserves, and in others with 15 per cent, and the result 
is that these institutions can do all kinds of business, act as executor, 
administrator, guardian, and trustee, accept savings accounts, and do 
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a general commercial business, in many cases carrying only such re- 
serves as their own sweet wills suggest or such as may be required by 
State statutes, ranging all the way from nothing up to 25 per cent. 

Such a condition must inevitably lead to a constant wariare between 
the different banking institutions* of the country, and ultimately de- 
stroy the national system, if it does not resort to these same sources of 
profit, because the other institutions, having to carry very slight, if 
any, req^uired reserve, can pay such a rate for deposits as to ultimately 
imdemune national banks doing a strictly conmiercial business. 

In the face of this destructive competition there has developed re- 
cently in the evolution of American banking this practice or device. A 
national bank — the First National Bank of Chicago is an illustration, 
and it is one of the greatest jfinancial institutions of this country, and 
its president is, I think, the greatest banker, distinctly so speakmg, in 
the United States — probably started the scneme because of the pres- 
sure of other banking institutions doing all kinds of modem banking, 
as I have pointed out. 

Mr. Forgan, president of the First National Bank of Chicago, has 
organized the First Trust and Savings Bank, which occupies the floor 
below the First Natioiial Bank proper. The capital of the institution 
downstairs is, I think, a million dollars, all of which I presume is.in 
the vault of the institution upstairs. This annex to the upstairs in- 
stitution now has, I think, about forty millions of deposits, and, con- 
sidering the length of time it has been doing business, is quite the 
most remarkable of its kind in the United States. 

These two institutions I am confident are managed with the great- 
est of skill and absolute integrity. But this practice is sweeping over 
the country, and other national banks have taken it up as a method of 
meeting the competition of the various State institutions which have 
such a decided advantage over the national banks. 

The other day I called the attention of Comptroller Ridgely to the 
fact, and he said : " Yes, it is being done ; and m some cases I am go- 
ing downstairs or upstairs, as the case may be, and examining these 
savings banks and trust companies." 

Now, will Mr. Eidgely tell us what right he has to go into a sav- 
ings bank which is carried on under a Ste-te law, or into a trust com- 
pany which is conducted under the State law ? None whatever. 

So, as you go about the country investigating this question, you will 
find the national bank on the comer and a savings bank around the 
comer and the back ends of the two institutions in happy and con- 
venient conjunction; so that when the national bank examiner 
appears he gets all the best securities of both institutions, and when 
tne State bank examiner appears he has the pleasure of seeing the 
same best securities. 

This thing went on to such an extent in the New England States 
a few years ago that in Massachusetts and Connecticut at least, and 
possibly in other States, they passed laws absolutely prohibiting any 
national bank and savings bank from occupying the same bunding 
or from having any connection whatever. 

So, too, you will find some unholy alliance with a trust company 
up the street, down the street, or across the street. These practices 
were illustrated to an astounding degree by Mr. John R. Walsh in 
Chicago within the last two years. 
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Is it not high time that the American people know what is actually 
in the bowels of both of these banking institutions which are working 
in such happy harmony with each other? 

The people should be deeply interested in their own affairs; and we 
should legislate for the people and absolutiely protect the people if 
possible, realizing that the banks can and will always take care of 
themselves. 

I do not believe that I am far from the exact truth when I say that 
the unfortunate experiences through which we have been passing dur- 
ing the last three months had their beginning and were precipitated 
by conditions that were wholly due to this diaracter of banking in 
New York City. 

What was the situation? The trust companies of New York had 
been making war upon the national banks of New York for years 
iust as I have pointed out, by bidding up on deposits. The Knicker- 
bocker Trust Company, because, of course, it was not compelled to 
carry adequate reserves, would take a deposit from anybody, prac- 
tically, and ffive 4 per cent on it. Its required cash reserve was just 5 
per cent. Of course it could take deposits from the national banks 
which could not possibly afford to pay more than 2 in reason. The 
story of the Kmckerbocker was only the story of several others. 
Hence a feeling grew up in that city tnat amounted to actual war be- 
tween the national banks and the trust companies which had with- 
drawn from the clearing-house association because, forsooth, the 
national banks insisted upon their carrying larger reserves. 

When this trouble came on and the Bjiickerbocker appealed for 
help, one president of a national bank said at the conference to con- 
sider the application : " If I had my way I would let every trust com- 
pany ffo to the wall — I would make an example of such banking 
methods." To this Mr. Morgan replied : " You don't know what 
you are saying. There is a leak in the dyke, and you can stop it now 
by putting forth your hand. Later on you may throw your dead 
body into the breach without being able to stop the flood." \ 

What might have happened in New York City, what might have 
happened to the whole country, no one will now ever know. Mr. 
Morgan, a giant of giants, the Hercules of finance, a banker states- 
man, a banker patriot, a man with a great heart as well as a great 
intellect, stood like Gibraltar protecting the nineteen billions of re- 
sources of our banks, protecting the occupations of 25,000,000 Ameri- 
can men and women, protecting the national welfare against the con- 
sequences of a more destructive, terrific, and appalling cataclysm 
than has ever swept over the commerce of any country. 

Is it wise to remain in a position where you must depend upon 
some one man? And who will take his place when he is gone ? Is it 
not high time that we had a scientific, sound, and wise system of 
finance and currency ; one that can stand alone, one that can stand the 
strain of contracting credit when the hour comes ? *^ 

Mr. Chairman, the fifth fundamental weakness or defect in the 
present financial and currency situation grows out of the fact that the 
national banks are the owners of practically all of the 2 per cent Gov- 
ernment bonds, or seven hundred million of them, which, including 
the premiums, represent seven hundred and fifteen millions of dollars. 
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Suppose we should have a war, a great war, calling for the issue of 
two or three billions of dollars of bonds? The rate of interest must 
necessarily rise to 4, probably 5, per cent. What would be the price 
of our 2 per cents? Would they fall 20, 30, or 40 per cent? Thirty 
per cent would mean a loss to the national banks of this country of 
$200,000,000. The banks would not be the only losers. The people 
of this country, with a third of the national banks going down, must 
be the ultimate sufferers. 

Now, gentlemen, these are the great fundamental and serious de- 
fects of our financial and currency practices — ^I will not call it a 
system. It is not entitled to the name. The time is now ripe, the 
opportunity at hand, when we can eliminate every one of these de- 
fects and secure a scientific, sound, and wise financial and currency 
system. It can all be done in three or four months, and nobody in 
this country need know that it has been accomplished, except the 
banks, who will do the funding of the bond-secured notes, the United 
States Treasurer, and the Comptroller of the Currency. Once in 
operation, I feel confident that we should have, all things considered, 
the best banking and currency system in the world. 

I hope and believe that my exposition of the proposed measure will 
demonstrate that it will achieve the following results : 

First. It will unify our banking system. 

Second. It will provide that our bank reserves shall be in gold 
coin or its equivalent. 

Third. It will establish a simple and scientific monetary syi^m 
with gold coin, or its equivalent, as bank reserve with guaranteed 
bank-credit notes redeemable in gold for our larger bills, and with 
silver for our smaller bills and subsidiaiy coins. 

Fourth. It will secure an absolutely free issue of credit currency 
redeemable in gold coin, always adapting itself to the ever-varying ^ 
needs of trade; never too great, never too small, always just adequate 
to the requirements of business. 

Fifth. It will establish in the United States Treasury such a guar- 
anty fund as will absolutely protect all depositors, and thereby pre- 
vent panics and the hoarding of money. 

Sixth. It will completely divorce the operations of the United 
States Treasury. from the trade and commerce of the country, and 
thereby prevent them from being a disturbing factor in our business. 

There are those who think a central bank would bring the desired 
reforms and is what we want in this country. I have thought a good 
deal upon this subject. It may be possible, but after a long and 
serious consideration of the subject I do not believe that these (£fects 
and evils in our present system can be eradicated through a central 
bank. I do not believe that a central bank is suited to this great 
country of ours. I do not believe it is suited to the people of this 
country. I believe that this country is too partisan a country to 
ever be a proper place for a healthy and normal development and 
proper administration of a great central bank. Our political insti- 
tutions, in my judgment, are not suited to a great central bank. 

Mark this now : France has a central bank, the best in the world. 
Its charter was drawn by that matchless intellect of his time. Napo- 
leon. France has 204,000 square miles of territory. Germany has 
208,000 square miles. Either of these countries can be dropped into 
the grand old State of Texas, which has 265,000 square miles, and 
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leave us with the square miles of Illinois to spare. The United States 
has 3,742,000 square miles. The distances are so great and the prod- 
ucts of our country are so varied that I do not believe that a central 
bank could meet the requirements of our vast business interests and 
treat them as they should be treated. 

There is another thing. Every one of these great central banks of 
Europe is presided over by the greatest economists, by the most suc- 
cessful business men, the profoundest scholars, and the wisest states- 
men of their respective countries. Is there any man here whose imagi- 
nation will suffer him to believe that you can establish such an insti- 
tution in this country so far as he has watched the political forces 
of this country? 

Mr. Chairman, in the orderly discussion of this question and in the 
accomplishment of the things that are to be desired, the first and most 
important thing, as a matter of soundness, is to unify the banking in- 
terests of this country, bringing them under one uniform law and 
common administration, from the Atlantic to the Pacific and from 
Canada to the Gulf. 

That this can be done let no man doubt, aud that, too, without 
friction or shock, and only with the more wholesome, uplifting, 
strengthening, and reassuring effect to the business intere^s of tins 
country and the reestablishment of absolute confidence, which has 
been literally shattered by our bond-secured currency, because it has 
utterly broken down in a time of prosperity, when no other possible 
excuse can be given for our inability to transfer the title of a bale of 
cotton, a fat steer, or a bushel of wheat, although the consumers at 
home and abroad were anxious to secure them at high prices. 

The unification of our banking interests can be secured without any 
j)OSsibility of doubt if the following powers are granted to the na- 
tional banks: 

First. Allow the national banks to issue credit notes, converting 
their deposits subject to check into current credits redeemable in gold 
coin. 

Second. Allow the national banks to guarantee their deposits by 
establishing a guaranty fund in the Treasury of the United States 
which will exceed $500,000,000 within the first year. 

Third. Allow the national banks to act as guardian, executor, ad- 
ministrator, and trustee. 

Fourth. Allow the national banks to accept savings-bank accoimts. 

Fifth. Allow the bankers themselves of each commercial section or 
zone of our country to examine and supervise the banks of their re- 
spective sections. 

With these provisions placed upon the statute book no State bank 
or trust company can stay out of the national system ; and if they can 
not stay out of it because of its advantages to the people, they ought to 
come into it. That is self-evident. 

With the banking institutions of our country all under one uniform 
and harmonious administration, the banking business will be unified, 
our reserves will all be alike in quantity and quality. There will be 
nothing but gold or its equivalent in our bank reserves, and these 
should and would be sufiicient to prove our credits and protect our 
depositors. 

This accomplished, we naturally turn to the subject of the adminis- 
tration of this unified banking system. 
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After much deliberation I have become convinced that in working 
out a scientific banking system for the United States it should not 
only be sound, but wise, from the standpoint of American character, 
our political institutions, and the needs of a vast countiy, with prod- 
ucts almost as varied as those of all the rest of the world. 

I have become convinced that the autonomv or independence of 
each individual bank in this country ought to oe preserved, and also 
that local self-government ought to be vouchsafed to the banking in- 
stitutions in all the commercial zones of the country, precisely as po- 
litical self-government was secured to the respective States of the 
Republic. How successful I have been in working out this thought 
and practically applying it the sequel of the plan will show. 

The organization of the system is this: The CJomptroller of the 
Currency, for additional reasons, which will subsequently be disclosed, 
shall select certain cities of the United States, which shall be known 
as " redemption cities," where the notes of the banks of the country 
shall be redeemed. Of these cities there will probably be in the neigh- 
borhood of twenty, and, for the purpose of my argument, I will as- 
sume that the number is twenty. All of the banks that may redeem 
their notes at any given redemption city so selected shall be and con- 
stitute a redemption district. 

To be more explicit and illustrate the principle or process, let us 
assume that the city of Boston is a redemption city and that New Eng- 
land is a redemption district. Then every bank in New England 
which redeems its notes at Boston becomes a unit of the district pre- 
cisely as every citizen is a unit as a voter — the bank with $25,000 cap- 
ital votes on equal terms with the bank of $10,000,000 capital. All the 
banks of New England constituting that redemption district, under a 
call by the Comptroller of the Currency, will meet upon a day fixed 
and at a place determined upon, and proceed to elect a board of man- 
agers, consisting of seven members, for that district, precisely as you 
elect a board ormanagers for a clearing-house association. 

Would they elect the same class of men that Boston and New York 
and Chicago" select as their clearing-house board? Certainly they 
would. Having elected a board of seven men, the seven men then 
select one of their number as chairman of that board, who in turn 
becomes a deputy comptroller of the currency. Kow, this board su- 
pervise the banks in that district. They employ the examiners. They 
direct them, and the examiners are paid by the Government out of a 
fund created and not by the banks as now in the form of fees^ This 
board of managers meet every month at least, but they may meet 
oftener. 

I apprehend that you are confident that this board would know 
what was in the assets of the banks, especially when they came to 
realize that that New England district was to pay 10 per cent of the 
loss of any failures that occur in that district. That would make 
every banker in the New England district a guardian of the banking 
interests of New England, and he would invariably report to this 
board of managers whatever he saw that was wrong. 

I apprehend that the examinations made by this board would be 
very different from the examinations that are being made to-day. I 
think I may assume that if we had had such a board in New York 
City, the Knickerbocker Trust Company never would have failed; 
and that the National Bank of North America, which closed its doors 
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this morning, never would have failed ; and that all the consequences 
flowing from those failures never would have been visited upon this 
country, 

Mr. Chairman, mark this and note well the last step in the pro- 
posed organization. The chairman of the board of managers of the 
redemption district of New England, together with the chairmen of 
the other nineteen boards of managers of the several redemption dis- 
tricts, will constitute a general board over which the Comptroller of 
the Currency shall preside, and this board shall meet at least twice 
every year; possibly this should be more frequently, say, at least 
every three months during the year. 

It will be observed that the twenty representatives of the various 
boards of managers will come from all sections of the country and 
bring with them impressions, advice, and opinions and all the con- 
servatism of their respective boards. 

Is it too much to hope and believe that through this board, repre- 
senting as it does all sections of the country and all the varied busi- 
ness interests of the United States, we shall have a great conservative 
force to keep in bounds, direct, and control the commerce and business 
generally of the United States in a manner and to a decree that will 
prove most wholesome and advantageous to all the people? 

Having thus completed the organization and perfected the system 
of redemption at the various cities selected by the Comptroller of the 
Currency, we should be ready to carry the funding operation pro- 
vided for in the measure into effect. 

Section 11 reads as follows: 

Sec. 11. That upon the completion of the organizations of the several bank- 
note redemption districts, as hereinbefore provided, any national bank may 
retire all of its present bond-secured note circulation by depositing with the 
United States Treasurer an amount of the present bond-secured notes and of 
lawful money, which, together, will be equal to its entire cii'culation now out- 
standing, and may thereupon take out for issue and circulation an amount of 
bank notes, which shall be known as " national bank guaranteed credit notes," 
equal to its paid-up capital without depositing United States bonds to secure the 
payment thereof, as now provided by law : Provided, however, That before any 
national bank shall have the right to retire its present bond-secured circulation 
and take out " national bank guaranteed credit notes," as in this section pre- 
scribed, it shall first, unless located in its redemption city, make arrangements 
with a national bank which is located in its redemption city for the redemption 
of its bank notes in gold coin or its equivalent ; and shall deposit in gold coin, 
or its equivalent, with the Treasurer of the United States an amount of money 
equal to 5 per cent of its average deposits during the preceding calendar six 
months, and in addition thereto an amount equal to 5 per cent of the " national 
bank guaranteed credit notes " it proposes to take out for issue and circulation. 

From the most casual reading of this section it will be observed 
that there can not be the slightest disturbance to the business of the 
country, but, on the other hand, immediately a most wholesome re- 
assurance, because thereafter no depositor of a national bank can ever 
lose a dollar. Nay, more than this; there will come a consciousness 
that thereafter there will always be springing into existence currency 
to meet every demand of trade, and a currency panic such as we had 
last fall will become impossible. 

While I shall not take the time of the House to read a statement 
from the Government actuary, I shall include it at this point of my 
remarks for the information of the Members of this House and the 
people of the country who desire to know just how the bill actually 
affects the banking institutions of the country. 



Digitized by 



Google 



Digitized by 



Google 



SOIENTIPIO BANKING SYSTEM. 29 

prepared by the Government actuary, to which I have already called 
your attention. 

Let us consider for a moment what the annual income will be which 
is to be added to this guaranty fund after paying the expenses of the 
redemption agencies. 

First, probably 1 per cent on the $700,000,000 will be derived from 
the bonds and other resources, $7,000,000; second, the tax upon the 
circulation, amounting to a billion, at 2 per cent per annum, amounts 
to $20,000,000; third, the interest on Government deposits, at the rate 
of 2 per cent per annum, will probably amount to $3,000,000, or a 
total of $30,000,000. 

The expenses for redeeming the notes will probably be about the 
same as the Government paid last year for redeeming national bank 
notes, which was 98 cents per thousand ; or, calling it $1 per thousand, 
and estimating that the redemption of our notes will equal those in 
Canada, where the principle is the same, or ten times during the year, 
we shall have a fixed charge of $10,000,000. 

The cost of bank examinations under the Comptroller last year 
amounted to $425,000. Let us assume that, in this case, it will be a 
million, for the examinations ought to be more frequent, $1,000,000. 
or a total expenditure of $11,000,000, leaving a net balance oi 
$19,000,000. 

Since provision has been made to guarantee all deposits and note 
issues, it becomes interesting to know what the losses have been dur- 
ing the last forty- four years, or since the establishment of the national 
banking system. 

There has been a total loss to the depositors in those forty-four 
years of only $33,183,290, or an annual loss of $771,704. The tax 
upon the average of deposits payable on demand to pay all these 
losses would only have been thirty-seven one-thousandths of 1 per 
cent. 

Since the net amount left in the Treasury from the income accoimt 
would be about nineteen millions for the first year, it would last 
about twenty-five years. 

The insurance oi deposits is a matter that has been discussed some- 
what throughout the country, and I want to give the subject a little 
time in order that it may be thoroughly understood. Ten years ago 
I introduced a bill incorporating this principle, but making it op- 
tional with the banks to insure their depositors. 

On Wednesday, March 31, 1897, I used this language, referring 
to this subject: "The principles that control in the vast operations 
of both life and fire insurance are identical with those upon which 
this provision rests. But my mature thought impels me to the con- 
clusion that in neither is there so much need of averaging risk and 
escaping the consequences of misfortune as in the proposed remedy 
for the crash and widespread ruin that almost invariably follow bank 
failures to-day." 

Life insurance is nothing but cooperation, to which each one con- 
tributes something. In lire insurance a man must die to win. If 
he lives out his allotted time, he pays in full for his insurance. If a 
man dies who has insured his life, his family only are affected, and, 
materially speaking, are provided for to the extent of the insurance. 

You insure your house. Suppose there are ten residences in the 
block ; yours ma^ be a stone house, the next a frame house, the next 
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a brick house, and the remainder may all be frame houses. On the 
other half of the block there may be a woodworking establishment, 
which greatly endangers all of the residences. If you live in the 
stone house, you find that your insurance rate is exceedingly high, 
and upon inquiry ascertain that it is so because of the frame house 
next your own, and especially because of the woodworking establish- 
ment on the other half of the block. Yet you readily pay your in- 
surance because of the danger of the neighborhood. This is the 
application of the law of cooperation so long established and so 
beneficent in its results that no one now stops to question the wisdom 
of it 

Mr. Chairman, if there is one reason why this man should insure 
his life and that man his home, I assert that there are a thousand 
reasons why the bank deposits of this country should be guaranteed. 

I assert that all deposits in our banks are involuntary. Now, why 
are they involuntary? Because no one has the privilege of putting 
his money where it will earn a fair rate of interest — say 5 per cent— 
absolutely free from risk and at the same time be able to recall it if 
he should desire to use it. Therefore he must choose some bank, 
and the very fact that it requires a choice between banks implies a 
risk which he must take. 

To illustrate the force of this statement you may take a city that 
has ten banks. The man who is in business deposits his money in 
one of these banks because he must have the convenience of a bank 
to carry on his trade. While, as a matter of fact, he has ten banks 
to choose from, in the last analysis he must take one of them, even 
though he has little confidence in any of them. Therefore he is of 
necessity an involuntary depositor. 

Eeduce the number to three banks, and he must make a selection 
of one of the three, aliJiough he may have misgivings about all of 
them. Reduce the number to two, and he is driven to the choice of 
only one. But there are many places in which he is compelled to use 
the only bank in the village where he resides. Therefore I assert 
that there is no question as to the fact that every bank deposit is 
involuntarily made, at least wherever it involves a choice, and 
especially where there is no choice. 

Think of it. There is not one person in ten thousand in this country 
to-day able to have a bank account who can understand a bank state- 
ment. And of those who can understand a bank statement and ex- 
plain its various items not one in ten thousand, again, has any idea 
whatever about the true inwardness of the bank at which he is doing 
his business. How can he know ? He can not examine the loans and 
discounts of the bank. If he has any information at all, it must be 
such as he obtains from a statement of some member of the board 
in whom he has confidence. In the last analysis it is absolutely a 
matter of faith, and blind faith at that. The depositor is always 
wagering or betting the total amount of his deposit, whatever it is, 
that the Dank is safe. 

The deposit, therefore, must always necessarily be an involuntary 
one, since a thorough knowledge of the assets is essential to an 
intelligent exercise of choice, which is absolutely impossible in every 
case except that of an officer of the bank. 

Widows and orphans are constantly putting their money into the 
banks of the country. Why do they put it in a particular bank? 
Simply because some friend tells them that he does his business 
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there. Can you say that they ought to exercise their judgment? 
What would their judgment be worth? It is not a question of dis- 
cretion; it is simply a question of confidence, and that, too, in the 
word of some one director who may in fact know absolutely nothing 
about the real condition of the bank, but, in turn, has perfect con- 
fidence in the president or cashier who is managing the concern. 

When a bank fails it is not as though a man's life had passed out 
or his home had burned down. When a bank fails widows and 
orphans lose all they have in the world — a competency is wiped out 
and beggary follows. 

The State and the taxpayers are interested in preventing such 
misfortunes. A merchant may be keeping his account at a bank, 
relying absolutely on the institution to protect his interests, and if, 
by chance, he is an employer of a hundred men, 500 women ang 
children may be dependent upon his employees. 

Again, a manufacturer who is employing a thousand men, with 
5,000 women and children depending upon them, keeps his account 
at a bank. If the bank fails and the loss to the manufacturer is so 
great as to destroy his business, 5,000 women and children are with- 
out support — the children may be driven from the public schools 
through the need of proper clothing. 

This is not all. The ramifications of credit are so extended and 
intricate that the business of the whole country is affected from one 
end of it to the other by bank failures, and no man can estimate the 
consequences, direct and indirect, growing out of them. 

I assert again, after the most mature deliberation, that if there is 
one reason for insuring life or home, there are more than a thousand 
good reasons, nay more than 10,000 good reasons, why the depositors 
of the banking institutions of the United States should be insured. 

If, as I have demonstrated, in case the proposed bill should become 
a law, we should have approximately seven hundred million in the 
United States Treasury guaranteeing the deposits in the national 
banks, panics in this country would forever be at an end. They 
would be a thing of a bitter past. May God hasten that day. 

Only a short time since, when talking with the president of one 
of the very largest banks in New York City, he said : " An old gentle- 
man, Mr. So-and-so, came in here with his wife and daughter and, 
sitting down at that table, demanded that the whole of his deposit, 
amounting to $800,000, be paid him in gold. This he took downstairs 
and locked up in the safe-deposit vault. 

" Another man came in and, sitting down at that same table, de- 
manded what we owed him — $1,500,000 — and he took that downstairs 
and locked it up. 

" Yesterday a lady came in and drew a thousand dollars, which she 
said she wanted to use in a trip to southern California. One of the 
officers of the bank remarked that she had a lot of money now and 
could go and have a good time. ' Yes,' she said, ' I have plenty of 
money ; I have $300,000 downstairs in a box.' " 

It is confidently believed that more than two hundred and fifty 
million of reserve money was locked up in New York City alone on 
January 1, 1908. What does that mean, gentlemen? It means a 
contraction of credit ranging all the way from one billion to one 
billion and a half. 
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A Member of this House told me the other day that a suspicion ex- 
isted in a Pennsylvania town that some workmen who were down in 
a coal mine intended to blow it up. A search was instituted, and, as 
a result, $32,000 in actual money was found upon the persons of the 
miners. 

It is known that thousands upon thousands of foreign laborers in 
this country have been purchasing domestic post-office orders for 
their savings — closing interest simply to be safe, as they would be 
with the guarantee proposed, and as they know they would be. 

It is altogether likely that, as a result of the conditions which have 
prevailed throughout the United States during the last few months, 
such a pressure will be kept up that sooner or later we shall have a 
postal savings bank in this country in order that the masses of the 
people may have a safe place in which to put their savings; and then 
the Government of the United States will have to become a large 
buyer of bonds to invest these accumulations. For one, I am utterly 
and absolutely opposed to the Government of the United States doing 
anything for the American people that the American people can do 
for themselves. [Applause.] 

More than all this; the States are already taking this matter up, 
and Oklahoma has already passed a law providing for the guarantee 
of depositors. The legislature of Kansas has been called in extra 
session for the express purpose of considering the same subject, the 
banks on the southern boundary of that State having complained 
that they were losing deposits. 

Day before yesterday I received a letter from one of the leading 
bankers in Nebraska, who said that just as certainly as Kansas passed 
such a law Nebraska would also pass it; and, although he doubted 
whether the governor would call an extra session for that purpose, 
he knew that at the next session of the legislature such a law would 
be passed. 

I believe that such legislation is a form of socialism, and I am 
utterly opposed to it. 

Mr. Chairman, we are occasionally met with the statement that the 
guarantee of deposits would lead to unsound banking. Can anyone 
think of a man the day that he gets his life insured purposely run- 
ning under a street car to have his legs cut off? Can you imagine 
a man who, because he has insured his house, allows it to go into dis- 
repair? Can you think of a banker, because he had insured his 
deposits, going into the directors' room and saying, " Gentlemen, we 
have insured our deposits to-day. Now let us proceed to make some 
rotten loans." 

Is it possible that it will not occur to these directors that their 
losses must come out of their profits, out of their reserves, out of their 
capital, out of their reputations? Will they not realize that they 
can get nothing out of the guarantee until the last dollar of profits, 
surplus, and capital is wiped out, and the stockholders have been 
assessed in double the amount of their stock? Until their reputa- 
tions have been injured, if not gone, and some of them possibly have 
started on the road to State prison ? 

Can anybody think that any board of directors of a bank would be 
less solicitous, anxious, honest, and wise after they had guaranteed 
the deposits than they were before ? 
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Only the other day I saw in a bankers' bulletin an objection to the 
proposed measure; and knowing the writer to be a very intelligent 
man upon this subject, and he, happened to be in this city on that 
very day, stopping at the New Willard, I proceeded to investigate 
the ground or his objection. Before finishing my conversation with 
him, having told him that his objection was not in accordance with 
his known view, he finally admitted that the reason he could not 
support the bill was that his partner owned 2,000 shares of the stock 
of a certain trust company, and therefore, of course, he could not 
support the feature referred to. I knew that as well as he did after 
he had told me that his partner owned that much stock in a trust 
company, which probably wanted to carry 5 per cent instead of 20 
per cent of reserves, and so to that extent imperil the banking situ- 
ation generally. 

The oldest bank president in some town, or possibly the president 
of the largest bank in some town, may say that he will not have the 
advantage in the future to which he believes himself entitled if de- 
posits are insured ; therefore there will be two classes who will oppose 
this principle. But banks, like other business institutions, will gain 
not by mere age and respectability, or by mere bulk of capital, but 
rather by ability to meet the requirements of their customers. Square 
dealing and capacity will tell for just as much after deposits are 
guaranteed as before. 

Is it not too high a price to pay to lay upon the altar of some man's 
ambition all the Dusiness interests of this country and still continue 
the habit of panics, the destruction of credit, and waste of business ? 
On the one side there are personal ambition, vanity, the supposed ad- 
vantage of a few hundred men ; on the other side millions of deposi- 
tors with $16,000,000,000 of deposits to their credit in our banks, and 
the families of 20,000,000 of American toilers. Which side shall we 
choose ? Where does the duty of Congress lie ? 

So far, without a single exception, I have proved to my own per- 
sonal satisfaction, actually or morally, that these objections to the 
faaranteeing of deposits have come from distinctly selfish motives, 
hese, I assert, must yield to the greater good. 

The currency now used by the rest of the civilized world is credit 
currency, with a single exception. That exception is Great Britain, 
and if Great Britain to-day were not the clearing house of the world 
she would have a panic almost every week, if not every week, of each 
year instead of every month. As it is, you find that she has often 
suspended the bank act and asked the Bank of France to help her out 
of her troubles. 

All the rest of the world — Germany, France, Austria, Belgium, 
Holland, Scotland, Ireland, Japan, and Canada — ^have credit cur- 
rency, $4,000,000,000 of it ; yet we have not one cent. Can we enter 
into competition, half armed as we are, with the commercial world? 

Gentlemen, the currency of commerce must be coined out of the 
productions of the country. Mark what I say ; a true currency is 
coined out of the productions of the country, but it is the right of the 
people to say that that currency shall be maintained upon a gold 
basis by redeeming it in gold com. If a man has a right to have a 
loan, as soon as he is granted that loan, say of $10,000, he ought to 

H. Rep. 1126, 60-1 ^3 
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have the option of having a book credit subject to check or the current 
credit of the bank. 

The people create the bank and therefore the bank should be their 
servant. The bank should give us our credit in the form in which it 
suits our requirements and be compelled to buy gold enough to prove 
all these credits and protect all their depositors. 

Allow me to illustrate this principle by taking the city of Dallas, 
Tex., which we will assume is a redemption city. A vast quantity of 
cotton is raised in that section, and, as is well known, it is a very ex- 
pjensive crop to produce; and when the picking, ginning, and baling 
time comes it takes an unusual amount of currency, probably much 
more than the amount of the capital of the banks of that section. 
Will anyone say that the farmers of Texas should be compelled to pay 
the express on currency from St. Louis, Chicago, or New York and 
return when, if the privilege were given them, the local banks could 
convert some of their book credits which are subject to check into note 
or current credit and save all this expense? 

Take the city of Pittsburg in the last panic. ^Vhat happened in 
this greatest manufacturing center of the world? AMiat would the 
Pittsburg banks have done without credit currency which they created 
without authority of law ? How much did they issue ? Forty-eight 
millions of credit currency, much of it in one, two, three, and ten 
dollar bills. \ 

What diid the banks do all over the country? They did precisely 
what nature told them to do. They created current credits, basing 
them upon the products of the land and the shops. This is precisely 
what the Bank of England always has done when slie has been com- 
pelled to suspend the bank act; she has based her bank notes, or 
created a credit currency, upon the products of Great Britain. I 
use this expression of course economically, for it only needs to be 
stated to be appreciated that the commercial discounts in our banks 
are, economically speaking, the title to all the consumable commodi- 
ties in the country. 

During the last currency panic — for it was distinctly and absolutely 
a currency panic — ^we prooably issued in the United States two 
hundred and fifty millions of credit currency; and we have already 
found, precisely as I said sixty days ago, that as soon as the need of it 
was over it would all disappear as naturally as it came into existence. 

During the panic of 1856 and 1857 the 500 banks then doing busi- 
ness in the New England States increased their circulation from 
forty-nine million to fifty-five million, and the deposits fell corre- 
spondingly from thirty-nine million to twenty-five million; and the 
very next year, 1858, the circulation had fallen from fifty-nine mil- 
lion to thirty-six million, and the deposits had increased from 
twenty-five million to forty-seven million, illustrating with what per- 
fect accuracy the book credits, when the pressure for currency came, 
passed into credit currency, and, when the pressure was over and the 
panic had subsided, the credit currency immediately passed back into 
book credits subject to check. 

This illustration is a complete answer to every possible objection 
to the issue of credit currency by banks generally, and by any number 
of banks, whatever their capital, whether twenty-five thousand, two 
hundred and fifty thousand, five hundred thousand, or twenty-five 
million. 
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What happened in New England in that trying period, in convei> 
sion of one form of credit into the other and reconver^^ion into the 
same form again, has been happening every year up in Canada since 
the establishment of the Canadian banking system, which, by the 
way, Canada took from the State of Massachusetts before the civil 
war. 

I have been informed by Members of this House who live along 
the Canadian border that many Americans took their money out or 
our banks and placed it in the banks of Canada during the recent 
currency panic — a sad commentary, indeed, upon the practices that 
we still permit to exist, and a full and comprehensive reply to those 
who think that a credit currency involves any danger whatever to 
the banking interests of any country. 

The variation of this change from one form of credit to the other 
in Canada averaged, in 1906, $3.29 per capita. The same variation or 
change from book credits to note credits would give the United States 
an expansion and contraction every fall of about $300,000,000, but, 
unfortunate to relate, we have not 1 cent of current credit. 

Mr. Chairman, another illustration of the mathematical adaptation 
of credit currency to the present requirements of trade is found in 
the fact that every three months in Germany there is an average 
conversion from book credits into note credits and back again from 
note credits into book credits of $120,000,000. 

In the face of these illustrations and the experience of New Eng- 
land before the war, with its 500 small banks, of Canada, with its 
35 banks and their sixteen hundred branches, and of the Bank of 
Germany, with its quarterly variation of $125,000,000, can any Mem- 
ber of this House rise in his place and say that the board of man- 
agers of the redemption district covering the territory surrounding 
Dallas should not have the right to say that a bank with a hundrea 
thousand capital and a hundred thousand of credit notes out, and a 
million of deposits, ma}^ convert fifty or one hundred thousand o! 
its book credits or debts into fifty thousand or one hundred thousanci 
of current credits or notes and thereby make it possible for the banks 
of Texas themselves to meet the requirements or the tradespeople and 
farmers of that great State ? 

In such a case the reserves of the bank have not been changed to 
the extent of a single dollar. The debts of the bank have not been 
increased to the extent of a single dollar. The bank has simply re- 
sponded to the people of Texas in giving them credit in the form ia 
which their peculiar business demanded it. 

I assert, therefore, that the board of managers of any note-redemp- 
tion district, whether it is at Dallas, or Boston, or San Francisco, or 
Pittsburg, or New York, ought to have the right to say to the banks 
of their respective localities: You may convert your book credits 
subject to check into current credits and supply the needs of the 
people, whether it is to gather crops or to meet pay rolls. 

The Chairman. The time of the gentleman has expired. 

Mr. Prince and Mr. Waldo rose. 

Mr. Prince. I ask unanimous consent that the time of the gentle- 
man may be extended for thirty minutes. 

Mr. Waldo. I ask unanimous consent that his time be extended, so 
that he may conclude his remarks. 

Mr. Prince. Yes; that he may conclude his remarks. 
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Fourth. It will put a guaranty fund of $700,000,000 in the Treas- 
ury, which will absolutely prevent panic and stop the hoarding of 
money. 

Fifth. It will convert the United States notes into gold certificates. 

Sixth. It will remove the Government forever as a disturbing factor 
in the trade and commerce of the country. 

Seventh. It will insure adequate reserves in gold coin, to prove all 
of our bank credits and protect all of our deposits. 

Eighth. It will insure the autonomy of every individual bank 
throughout the land, and guarantee local self-government of the 
banks in every commercial zone through a board of local managers 
just as completely and distinctly as self-government is maintained 
through our several States, 

Ninth. It will give to this country through the union of the twenty 
boards of managers, representing all sections of our country, the great- 
est conservative financial power in the world ; giving to all the banks 
the benefit of the caution and advice of men representing every section, 
and so conserve the commercial interests every\j{^here. We shall be 
bound together by a common guaranty fund which will soon reach a 
billion of dollars, and also by a common purpose to make our banking 
business what it should be ; the equalizing influence running through 
the years and preventing in a large measure the overexpansion of 
credit due to speculative prices, which is always a source of danger. 

Mr. Chairman, so long as there is in this country a demand every 
fall for an extraordinarily large amount of currency, now exceeding 
$300,000,000, and so long as we are compelled to use our legal reserve 
money, gold, gold certificates, United States notes, silver and silver 
certificates, to supply this demand instead of using current credit, we 
shall never escape the extremes of 1 per cent and 100 per cent money; 
and so long as we have these tragic variations we need not hope to 
share in any part of the world's exchanges. But, sir, give us the re- 
forms that will be effected by the proposed measure and the United 
States will at once challenge the world for its financial supremacy, 
and the bills of exchange drawn in every nook and corner of this globe 
will bear the signet of the eagle and not of the lion and the unicorn. 

And finally, sir, a matter which should never be forgotten, nor over- 
looked by any nation, should not escape our attention now, particu- 
larly now, and that is this : Is our financial battle ship of the best mod- 
em type, or is it an old sailing vessel with a rotten wooden hull ? 

Sir, you may appropriate money enough to outstrip in equipment 
at Annapolis the naval schools of the world; you may meet the de- 
mands oi the most fearful and cautious, passing in your naval expen- 
ditures the fifty-million mark every year; you may send out your 
fighting monsters under the ablest and best trained men that ever 
stood upon the bridge of a battle ship ; you may build up the finest 
military school in the world at West Point, and educate a small army 
every year in the science of war ; and you may train a million militia- 
men at the cost of the States ; yet I tell you now that the one thing 
above all others that this nation needs, if you would be prepared for 
the issues and events of a great war, is a financial system that will not 
break down when the first shock comes, but through which the wealth 
and productive power of this country can be utilized with the greatest 
economy to the Government and with absolute safety to our people. 
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Let US remember the warning of this day; the fortress of all fort- 
resses, the army of all armies, the battle ship of all battle ships is the 
efficiency of your Treasury. [Prolonged applause.] 

Now 1 am ready for your questions. 

Mr. Underwood. Mr. Chairman, I would like to ask the gentleman 
a question. I understand that the gentleman states that the cause of 
the present panic was the congestion of bank reserves m -New York 
City. 

Mr. Fowler. I did not say anything of the kind. 

Mr. Underwood. The accumulation of the bank reserves? 

Mr. Fowler. I did not say anything of the kind. The gentleman 
was never further wrong in his life. 

Mr. Underwood, t misunderstood the gentleman. I understood 
him to say that the bank reserves, the reserves of the banks, coming 
to New York and being drained out of there without credit currency 
to take their place was the cause that brought about the present panic. 

Mr. Fowler. No; I don't think I said just that. I said this, that 
when the panic struck New York and the people of New York made 
a run upon the banks, and took away about $125,000,000, they did 
not have the currency with which to respond to the demands from 
the West and South. 

Mr. Underwood. I will ask the gentleman if the people in New 
York did not run upon the banks of New York because the reserves 
in the banks of^New York had fallen below the legal limit, by being 
drawn into the West to move the crops? 

Mr. Fowler. I don't think so. I don't think there were any runs 
©n any national banks in New York City except the Mercantile. I 
will make one other exception, the National Bank of North America, 
which they run upon because of the association of certain men with 
that institution; but I don't think there was a run on any other 
national bank. 

Mr. Underwood. The object of the gentleman's emergency cur- 
rency 

Mr. Fowler. I don't have any emergency currency. I am utterly 
opposed to it. 

Mr. Underwood. Of his asset currency. 

Mr. Fowler. Credit currency. Let us call it a scientific name. 

Mr. Underwood. His credit currency — it is to relieve the banks 

Mr. Fowler. No, sir ; it is absolutely for the advantage of the peo- 
ple and not of the banks at all. 

Mr. Underwood. It is to meet an emergency. 

Mr. Fowler. Not an emergency. I do not admit there is any such 
thing. It will prevent an emergency. [Laughter and applause.] 

Mr. Underwood. The gentleman is trying to correct an evil. Now, 
does he not admit an emergency exists to-day, or is there an emergency 
to-day ? 

Mr. Fowler. No ; not to-day at all. There is more reserves in the 
banks than there has been for seven years. 

Mr. Underwood. Then no emergency exists ? 

Mr. Fowler. There is no emergency, but there was a great demand 
for money, and the banks in different parts of the country hoarded it 
through dread. 
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Mr. Underwood. If by law we prohibit the reserves of the country 
banks from being deposited in the reserve centers would that not pre- 
vent the strain that has largely caused this panic? 

Mr. Fowler. It would lighten it but not affect the result of this 
thing. 

Mr. Underwood. You know the drain on the New York banks from 
the western and southern banks 

Mr. Fowler. My candid opinion is, if the country banks had not 
said to their country people around them, " My money is in New York 
and you can not get it," there would have been a run on thousands of 
banks in this country, 

Mr. Underwood. I will state to the gentleman this. So far the in- 
formation I got from my section of the country, if these reserves had 
been in their home bank there would never have been occasion for the 
issuance of clearing-house certificates by the banks of the South and 
West in their need. 

Mr. Fowler. I do not think it would have any effect whatever. 
Clearing-house certificates are issued by a bank in any locality, 
whether Chicago or St. Paul or Alabama or anywhere else, if the 
people become frantic and demand immediate payment. The bank 
must protect itself. 

Mr. Underwood. Does not the gentleman think reserves should be 
maintained in the banks where the law requires it? 

Mr. FowLEft. They are, and I can show you by last year's state- 
ments that the national banks had a large excess^over what was 
required by the Government. 

Mr. Underwood. They did not have it when the emergency 
came 

Mr. Fowler. Yes; but did not have it when it was over. [Ap- 
plause.] 

Mr. Burton, of Ohio. Does the gentleman yield for a question ? 

Mr. Fowler. Yes, sir. 

Mr. Burton, of Ohio. As I understand the gentleman from New 
Jersey, his plan gives such advantage to all State banks as to make it 
an object for them to incorporate as national banks. 

Mr. Fowler. All other than national; yes, sir. 

Mr. Burton, of Ohio. That includes savings banks. 

Mr. Fowler. If they choose to do so. 

Mr. Burton, of Ohio. But would they not be compelled to do so? 

Mr. Fowler. It would be a matter for them to say entirely ; it is 
optional. 

Mr. Burton, of Ohio. Is not the aim of the measure to make the 
business of banking so much more favorable under this law than 
under any State law that they would incorporate as national banks? 

Mr. Fowler. If they are savings banks in the gentleman's State, I 
certainly think they should be brought under it, because then we 
would know what was in their reserve ; we do not know now. 

Mr. Burton, of Ohio. I will say that in my State they are all safe. 

Mr. Fowler. I suppose they are just as safe as anywhere else, and 
no safer. 

Mr. Burton^ of Ohio. The 5 per cent that it is proposed shall be 
deposited applies to the currency issued and to the deposits as well ? 

Mr. Fowler. Yes, sir. 
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Mr. BuKTON, of Ohio. Does the gentleman believe that currency 
secured hj the deposit of 5 per cent of its volume, when that 5 per 
cent is mingled with another fund which is also security for de- 
posits 

Mr. FowLBR. What is that? 

Mr. Burton, of Ohio. You have 5 per cent of the average of your 
deposits? That is what the gentleman's plan suggests. 

Mr. Fowler. No. 

Mr. Burton, of Ohio. That is to be deposited in this fund? 

Mr. Fowler. But they have the same reserves in the banks that we 
have now, less that amount. 

Mr. Burton, of Ohio. That is, it is to be deducted from 

Mr. Fowler. The reserves are identical with what they are now, 
except this, instead of banks carrying 5 per cent in a reserve city 
they carry it in the Treasury at Washmgton. 

Mr. Burton, of Ohio. The part that is reserved to secure deposits? 

Mr. Fowler. Yes, certainly ; to guarantee deposits. 

Mr. Burton, of Ohio. And 5 per cent of the notes issued ? 

Mr. Fowler. Yes, sir ; and the same reserves also in the bank and 
with reserve agents that they hold to protect deposits. 

Mr. Burton, of Ohio. Does the gentleman believe that would be 
accepted by the people as a sufficient assurance that all currency 
would be safe? 

Mr. Fowler. I think that they would think it was a thousandfold 
as much as required as soon as they looked it up and found out that 
it would have taken for forty-four years a tax of only thirty-seven 
one-thousandths of 1 per cent each year upon our deposits to pay the 
losses. 

Mr. Burton, of Ohio. Does the gentlemen believe that the business 
community would go through that process of calculation ? 

Mr. Fowler. They would not have to do so. I have done it for 
them. [Great laughter.] 

Mr. Burton, of Ohio. One other point in regard to this. The tax 
on the amount of currency issued is 2 per cent, I believe ? 

Mr. FowLEB. Yes, sir. 

Mr. Burton, of Ohio. And with that tax ia bank could issue cur- 
rency up to the amount of its capital, and with the approval of the 
officials of the redemption district an unlimited amount ? 

Mr. Fowler. Yes, sir. 

Mr. Burton, of Ohio. Would not taxation at such a low figure in- 
evitably lead to inflation? 

Mr. Fowler. No more than paying interest on deposits at 2 per 
cent, for, if the gentleman will think long enough and study this 
question thoroughly enough, he will find out that there is absolutely 
no difference between a deposit and a credit note. Again, there can 
be no inflation where the note can not be held as reserve ; any bank 
holding any of them for that purpose must pay 10 per cent per 

Mr. Burton, of Ohio. Well, that is a question on which there is 
room for some difference of opinion. 

Mr. Fowler. The Bank of France, to illustrate, has a billion of 
notes out, mere current credits, payable to the people, and has only 
one hundred million of deposits subject to check. The New England 
banks before the war ran right along with forty millions of one and 
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forty millions of the other, and it is a matter of history, and I can 
give the gentleman forty cases, if he desires them, that wherever 
there is absolute freedom of transfer of a deposit subject to check into 
a note issue the habits of the people will always determine whether 
there are more notes out than there are deposits. For one hundred 
and forty- three years in Scotland they never had a deposit subject to 
check, but the farmers and merchants exchanged their time obliga- 
tions with the Scotch banks for their duebills. 

Mr. Burton, of Ohio. The bank has the right to issue notes. Now, 
what will be the cost to the bank ? 

Mr. Fowler. Just the same as it is to-day if the Government 
would produce 

Mr. Burton, of Ohio. That is, it is 2 per cent tax and one- fourth, 
or 15 per cent, in the way of reserve, is it not? 

Mr. Fowler. What does the gentleman mean? Does he mean the 
cost of the note? 

Mr. Burton, of Ohio. It is a very simple question. Suppose a 
bank desires to issue bank notes. What would be tlie expose to the 
bank upon that issue of bank notes by tax and otherwise, and what is 
the probable income which it could derive from them? 

Mr. Fowler. The cost to the bank would be simply the same that 
it is for the deposits where they pay 2 per cent plus the cost of the 
notes up here at the Treasury Department — for the notes themselves. 

Mr. feuRTON, of Ohio. That is, the engraving. 

Mr. Fowler. Just the same as the deposits. The reserves are the 
same or identical with the deposits. There is no difference in the re- 
serves, and the only additional cost is the cost of engraving the notes. 

Mr. Burton, of Ohio. What is the probable average income 
throughout the country that could be derived from the issuance of 
these notes? 

Mr. Fowler. It would depend on how long you could keep them 
out. 

Mr. Burton, of Ohio. What is the gentleman's estimate as to the 
average? 

Mr. Fowler. I have watched the bond-secured currency so long 
that I do not believe I could make an accurate guess of the right 
^stem. Now, for instance, if you want to know what I think about 
tnis bond-secured currency, if it was what it ought to be, we would 
retire between the 1st of January past and the 1st of July about three 
hundred millions or three hundred and fifty millions of them and put 
them away. But you will not retire one of them. They will crowd 
themselves into the reserves of this country and undermine our finan- 
cial system precisely as I have already demonstrated they were now 
doing. 

Mr. Burton, of Ohio. I disagree with the gentleman in regard to 
that. But is it not an easy computation to arrive at the approximate 
amount to be realized from those notes ? 

Mr. Fowler. I have no way of arriving at it until you try the 
system and find out how many notes you need in January and July 
and all the intervening months, nor can any other man. I do not 
blow what the increase or decrease would be; but I only know this, 
that this currency would always be perfectly coordinated to the re- 
quirements of trade down to a cent. 
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Mr. Burton, of Ohio. Would not the income to be derived from 
the issuance of bank notes where the tax is only 2 per cent — ^with 
reserve, it is true — be so great in times of high rates of interest, or 
even fair rates of interest, that it would inevitably lead to inflation ? 

Mr. Fowler. The gentleman's question is based on a thing that 
never occurs in banking, and that is this : When a man borrovrs he 
does not borrow notes. Your question is based upon a false assump- 
tion, on the borrowing of notes. He borrows credit, or the right to 
have money. Now, if you should use these notes as reserves, then 
there might be something to your question; but if the bank holds 
these notes overnight as reserve it must pa^ a 10 per cent tax, and so 
for every day it counts them as a part of its reserve. 

Mr. Burton, of Ohio. It is an additional resource of the banks of 
just that much. 

Mr. Fowler. What? 

Mr. Burton, of Ohio. The bills that it might issue. 

Mr. Fowler. No more than any other form of taxation. There is 
no currency in this world, and I challenge you to name one, where 
there is any tax at all, except the 5 per cent tax on the notes of the 
Imperial Bank of Germany ; and I will tell you now that the circula- 
tion of the Bank of Germany in 1898 and 1899, the two years previous 
to the increase from $66,000,000 to $112,000,000, which occurred in 
June, 1901, was just what it was afterwards in the years 1900, 1901, 
and 1902. Therefore it is self-evident that the tax had had no in- 
fluence whatever upon the amount of the circulation. The demands 
of trade alone have determined the amount of bank notes in circu- 
lation. 

There is no tax on the notes of the Bank of France worth men- 
tioning, nor on those of Holland, nor of Belgium, Scotland, Ireland, 
or Canada. There was no tax imposed on the notes of the banks in 
thv Suffold System, no tax on the notes of the State Bank of Indiana, 
State Bank of Iowa, State Bank of Missouri, nor the notes issued by 
the banks of Louisiana, and I challenge you to show where there has 
ever been a credit-currency system that has ever failed ; if you know 
of any such case, now is your chance. [Applause.] 

Mr. Hitchcock. I would like to ask the gentleman a question. Do 
I understand the gentleman to compare the banking power of the 
United States with the banking power of all the rest of the world 
very much in favor of the United States? 

Mr. Fowler. No, sir. 

Mr. Hitchcock. Will the gentleman state what his statement was? 

Mr. Fowler. It stands about $20,000,000,000 to $30,000,000,000. 

Mr. Hitchcock. Is there any country in the world that has the 
banking power of the United States? 

Mr. Fowler. No, sir. 

Mr. Hitchcock. Is there any country in the world where the bank- 
ing power has increased more in the last forty years than in the 
United States?^ 

Mr. Fowler? No. 

Mr. Hitchcock. How, then, can the gentleman argue that this 
bond-secured currency system of banking, such as we have had in 
this country, is so detrimental to this country and its banking power 
when it has grown more rapidly than that of all the balance of the 
world ? 
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Mr. Fow LER. I want to go back to the question of the gentleman 
from Ohio [Mr. Burton]. He asked me if the provision made here 
for this rate of tax would not be a greater advantage to the banks. 
T5anks are instrumentalities; by them the title to property is trans- 
ferred from the time you begin to produce it until the time it is con- 
sumed. They serve for the transfer of the title of commodities pro- 
duced by the farmer from the beginning to the end, precisely as the 
railroad carries the actual commodity, and every dollar of expense 
that may be laid upon the banking business of this country will be a 
tax upon labor, a tax upon the farmer. And you may just as well 
pass a law to compel the railroads of this country who carry the 
products of the farmer to build their cars out of mahogany as to raise 
your tax on circulation. It must all be paid by the farmers. You 
may as well say to the farmer in Texas that he must have a wagon 
with silver tires in which to haul his cotton to market as impose a 
high tax upon currency, because it is through the currency alone that 
you are going to move the crops of the farmer, and he will have 
to pay the interest that the banks charge him. The Texas farmers 
would have to pay for their silver tires, would they not? 

Mr. Hitchcock. I would like to ask the gentleman how he can 
explain that the bond-secured currency of the United States is so bad 
a banking system when he makes the statement that the banking 
power of the United States is greater than that of any country in 
the world, and that during the existence of this bond-secured currency 
system it has grown faster than the banking power of any nation in 
the world? 

Mr. Fowler. We do a great many things notwitlistanding some 
things, you know. [Laughter.] 

Mr. Hitchcock. Now, let me ask the gentleman another question. 
Did the banking power of the United States grow r.iore rapidly be- 
fore the establishment of the bond-secured currency than it grew after 
the establishment of the bond-secured currency? 

Mr. Fowler. Well, that reminds me 

Mr. Hitchcock. I should like to have an answer to the question. 
Mr. Fowler. I think probably the percentage was higher. I was 
going to be fair with the gentleman. I think if you will look it up 
you will find that the percentage of increase was higher before they 
had it. I was going to illustrate the point to save the gentleman. 
A man once said : " The population of our town in the last two years 
has increased 100 per cent." I said : '' How many people did you have 
to begin with ? " He said : " We had a hundred and now we have 
two hundred." 

We did not have so many people — we did not have so much bank- 
ing then. It would be easier to make a larger percentage then than 
it would now. But if you will take the banking of the United States 
and the rest of the world since 1890, there has been nothing like it in 
the history of the world, neither here nor abroad ; and the banking 
of other countries has grown almost pari passu with our own, barring 
the exception of the fact that the country itself has grown so enor- 
mously that it demanded the use of this increased banking capital. 
Mulhall estimated the entire banking power of the world at $16,000,- 
000,000 in 1890 ; we had about $5,000,000,000, or one-third ; the total 
is now about $50,000,000,000, and we had $19,600,000,000, or two- 
fifths. 
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Mr. Hitchcock. I should like to ask the gentleman one more ques- 
tion, whether it is not a fact that 50 miles from the Scotch line, Scotch 
notes of the Scotch banks are at a discomit. 

Mr. Fowler. Of course they are. They do not belong down in that 
country. But why does the gentleman ask me that question? Does 
he refer to this bill ? Is he making a comment on my proposition ? 
Does he not know, if he has read the bill, that the notes will be good 
everywhere without charge or discount? 

Mr. Hitchcock. Because it has been the history of this country that 
when we have had banks of issue without security bank notes were at 
a discount as soon as they got outside of the town where they were 
issued. 

Mr. FowLEK. That is a very interesting statement ; but if the gentle- 
man had been living and been in business in Cincinnati or Cleveland, 
in Detroit or in Chicago from 1830 to 1860 he would have found that 
the bank notes of the Suffolk system of New England were always at 
a premium of from 1 to 5 per cent, because that was a true credit cur- 
rency system, every dollar of it redeemable in gold, and that is the 
only kind I am for. [Applause.] The same was true of what was 
called George Smith's money, of Chicago. It sold at a premium in 
every eastern city, and the notes of the Bank of Missouri were so good 
that thev were extensively counterfeited in California in an early 
day— 1849 and 1850. 

Mr. Cockran. Will the gentleman from New Jersey [Mr. Fowler] 
allow me a question ? I merely want to ask him, for the information 
of the committee, whether his plan proposes the issue of currency 
notes against deposits, or simply against the capital and resources of 
the bank ? 

Mr. Fowler. Against the credit of the bank. 

Mr. CocKKAN. And the resources of the bank? 

Mr. FowiiER. Yes. 

Mr. Cochran. Assuming that the banks availed themselves of the 
privilege, has the gentleman computed to what extent it would in- 
crease the actual circulation of bank notes in the country ? 

Mr. Fowler. I think if this bill went into effect it would raise the 
reserves of the trust companies about $600,000,000, and that that 
amount of gold certificates and gold taken from the pod5:ets of the 
people, from the cornfields and the wheat fields, would be replaced 
by the credit notes of the banks. 

Mr. Cockran. Does the gentleman mean that the bank-note circu- 
lation would be increased by $600,000,000? I am merely asking the 
gentleman if he can give the committee a computation as to the 
amount ? 

Mr. Fowler. I think that if we had a credit currency now, these 
$700,000,000 of bank notes would contract and disappear to a large 
extent, just as the clearing-house certificates have and ]ust as the bank 
checks have disappeared. Just making a probable guess. I think 
that would decrease to-day approximately $300,000,000, and that 
$300,000,000 would come out again next fall, between July and Jan- 
uary, to move the crops. 

Mr. Cockran. I understand perfectly the elastic feature of the gen- 
tleman's proposal. 
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Mr. Fowler. Yes; but I want to make that point, because the 
statement bears on the question of w^hether there would be an in- 
crease, or how much it would be. 

Mr. CocKRAN. What I desire to ask the gentleman's attention par- 
ticularly to is this: In the late panic he has said with a great deal of 
force that about $150,000,000 were withdrawn in New York City 
alone and secreted by the owners. I suppose the gentleman is aware 
that the only reason that amount was not quadrupled or increased 
still more largely was because the banks would not give up anytl/uig 
more? 

Mr. Fowler. Certainly; there is no doubt of that. 

Mr. CocKRAN. If the depositors had had their way, the amounts 
withdrawn and hoarded would probably have been ten times greater? 

Mr. Fowler. Yes. 

Mr. CocKRAN. Now, assuming that this system which the gentle- 
man describes were in operation, that appetite for withdrawal would 
not be diminished if confidence in the solvency of the banks was de- 
stroyed and in the honesty with which financial institutions art 
managed. 

Mr. Fowler. There would be no such conditions in New York with 
the provisions of this bill in operation, as I tried to point out in the 
case of New England and the panic of 1857. The currency issue 
continued and rose because the people wanted something to pay their 
current accounts. The currencv rose from $50,000,000 to $55,000,000 
in 1857, and from $55,000,000 it dropped to $36,000,000 in 1858, and 
the deposits went from $37,000,000 up to $57,000,000, the two forms 
of credit changing places twice in as many years. That is the strong- 
est illustration possible to prove the adaptability of current credits to 
the requirements of trade. . The people want in panics something 
current, and if they knew that the notes were secured by a fund ot 
$700,000,000, or any great sum, in Washington, no one would refuse 
one of the notes. 

Mr. CocKRAN. The gentleman is speaking about a popular doubt 
as to the value of the currency. But suppose to-day a condition 
precisely similar to that of last October, where there was no doubt as 
to the value of the currency, but grave doubts about the solvency of 
the banks and about the statements put forth as to their condition. 
Suppose that condition was to be revived, how would this plan tend 
to check the appetite for hoarding which the gentleman says, if it 
had gone on unchecked last October, would have amounted to per- 
haps ten times the volume actually reached ? 

Mr. Fowler. If they could convert bank credit into a note credit, 
they would take the note home and keep it. 

Mr. CocKRAN. If the banks were authorized to redeem all their 
v>bligations by issuing currency notes, it would be very simple, but I 
fancy the gentleman would hardly go to that extent. 

Mr. Fowler. Yes ; this bill provides that the board of managers — 
although they may have taken out an amount equal to their entire 
capital — the board of managers in a redemption district can permit 
an issue of any amount of notes they think necessary. 

Mr. CocKRAN. The net result of this plan, then, is that under cer- 
tain conditions the bank can discharge its obligations to its depositors 
by issuing additional obligations? 
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Mr. Fowler. No; not additional. Just a moment, if the gentle- 
man will pardon me. Not by issuing additional obligations, but 
simply by changing the form of the debt from one subject to check 
to one that is current. 

Mr. CocKRAN. And so they pay their debts by creating new ones? 

Mr. Fowler. Not at all. They simply convert the debt into 
another form — it is the same debt. 

Mr. CocKRAN. So that in its last analysis it is a plan which would 
brin^ about a millennium where every bank can discharge a debt by 
creating another. [Laughter.] 

Mr. Fowler. No, it does not do that. It does not create a new debt, 
but simply changes the form of the debt. 

Mr. CocKRAN. That is it; it doesn't reduce or discharge the debt; 
it is a plan by which the bank is relieved of discharging its debt. 

Mr. Fowler. No, not at all ; hold on a moment. 

Mr. CocKRAN. Let me finish the sentence. As I understand it, this 
plan simply proposes that the bank be relieved of paying its debt and 
empowered to get rid of it by creating a new debt s 

Mr. Fowler. Not at all ; their notes, every one of them, are redeem- 
able over their own counter in gold. 

Mr. CocKRAN. If that is what the gentleman means, it is one of the 
most comprehensive plans that ever came under my notice. 

Mr. Fowler. That was the intention. [Laughter.] 

Mr. CocKRAN. I want to ask the gentleman if this is how the plan 
would operate. A bank depositor having $10,000 on deposit ap- 
proaches a paying teller's window imder such conditions as we had m 
New York last October and demands $10,000 in cash. The bank has 
already issued notes enough to equal its capital. Can that bank then 
discharge this obligation by issuing another note? 

Mr. Fowler. Not at all. 

Mr. CocKRAN. That is what I want made clear. I thought the 
gentleman said it could. 

Mr. Fow ler. They are not a legal tender to anybody. They are a 
legal tender to the Government and between the banks. That makes 
them pass everywhere current throughout the United States, but not 
a legal tender to any person, and they can not be forced upon any- 
body by a bank, certainly least of all others upon a customer. 

Mr. CocKRAN. Then we get back to the original difficulty. The 
depositor, having made a demand for his money with a view of 
hoarding it, how does the bank get out under this plan any better 
than it could before? 

Mr. Fowler. Well, if the depositor did not want a note, he could 
get the money. 

Mr. Cockran. That is, assuming the bank had the money. 

Mr. Fowler. I suppose if that ever happened they would do just 
what they do now ; but with a free issue of currency, redeemable in 
gold and secured by $700,000,000 in the United States Treasury, what 
happens now would not happen then. 

Mr. Cockran. That is it. Then your bill would have no effect 
whatever. [Laughter.] That is precisely what I feared. 

Mr. Fowler. As I have just said, if by any possibility it should 
occur, as it never has with the Bank of France, which has a perfectly 
free bank issue, and as it never happened in the Suffolk System, the 
banks here would do just what they have done and just what the 
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Bank of England does, which enjoys no credit currency at all, but 
simply issues notes against gold. 

Mr. CocKRAN. The gentleman made that statement on his feet. It 
seemed to me to be slightly inaccurate according to my reading of the 
history of that institution. I understood the gentleman to say that 
Great Britain has shifted her currency to a system of credit currency 
at each emergency. I may be wrong about it, but my recollection is 
that the Bank of England never but once actually suspended pay- 
ments 

Mr.. Fowler. Xever but once? 

Mr. CocKRAN. Xever but once. 

Mr. Fowler. A\Tiat did it do in 1847, 1857, in 1866, in 1890? 

Mr. CocKRAN. The gentleman is speaking of the crisis following 
the Overend, Guerney & Co. failure in 1866 1^ 

Mr. Fowler. I am speaking of the four instances in which they 
absolutely suspended and simply issued Bank of England notes, with- 
out reference to gold. 

Mr. CocKRAN. There was one occasion when that actually hap- 
pened. 

Mr. Fowler. Oh, four times ; and they have prepared to do it twice 
besides those occasions, with the desired eflFect of stopping the panic. 

Mr. CocKRAN. If the gentleman will allow me, I think we will not 
differ in a statement of fact about this. There were three occasions 
when what was known as a suspension of the bank act was authorized. 
One was in 1846; another in 1857. The third was at the* suspension 
of Overend, Guerney & Co., in 1866, 1 think. I am speaking entirely 
from memory. The gentleman knows, because his familiarity with 
these subjects is undeniable, that under the law governing the Bank 
of England, outside of the £18,000,000 in notes which the bank may 
issue on the credit of the debt the Government owes the company for 
every £5 note in circulation, there must be actually 5 sovereigns or 
their equivalent in gold bullion in the vaults of the bank. Now, 
the suspension of the bank act, which occurred three times by permis- 
sion of the Cabinet; on its assurance that the permission would be 
subsequently ratified by Parliament, authorized the bank to use the 
gold in its vaults which did not belong to it, but which properly was 
applicable to the redemption of outstanding notes, and which by that 
permission the bank was allowed to apply to the satisfaction of its 
ordinary bank debts. I do not think the gentleman will differ with 
me on that. That is, as I understand, the history if these trans- 
actions in England. On three occasions this permission was given. 
Once only it was actually used 

Mr. Fowler. Oh, I did not yield the floor for a long discussion of 
this question. 

Mr. CocKRAN. I merely asked the gentleman if he differs from that 
statement of historical facts. 

Mr. Fowler. They have suspended the bank act, as I recall it, four 
times, and they issued currency or bank notes without reference to 
gold coin in 1857. 

Mr. CocKRAN. Does the gentleman mean that the suspension of the 
bank act authorized the unlimited issue of paper by the bank and not 
the mere right to use for its banking debts the gold that under the 
law was ordinarily applicable to redemption of notes? What was 
meant by suspension of the bank act? 
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the character of money that is issued by giving the right to issue an 
unlimited amount of money ? 

Mr. Fowler. Not at all. In the first place, the banks never issue 
any money, only current credits, which are redeemable in gold coin. 
The first safeguard is the gold reserve; the second safeguard is the 
guaranty fund in the United States Treasury ; the third is the fact 
that the banks in each redemption district must first pay 10 per cent 
of the losses; the fourth safeguard is the capital of the bank and the 
character of the directors. There is no more reason for limiting the 
issue of current credits than there is for limiting the deposits of a 
bank upon the same conditions. 

Mr. Ollie M. James. Now, say the banks of the country were capi- 
talized at $600,000,000 and had issued $600,000,000 worth of currency, 
which is equal to their capital stock. They have deposited the reserve 
that the act requires. Now, the managers in each of these financial 
zones gives to each bank the right to issue 100 per cent more money ; 
then you have $1,200,000,000 and have not but $600,000,000 of capital 
paid up ; what becomes of the last $600,000,000 issued ? 

Mr. Fowler. I do not quite follow the gentleman's question. But 
there is no money issued at all. It is strictly a question of issuing the 
bank's credit, maintaining always the same reserves against the bank's 
credit, for it is simply changing the bank's credit subject to check 
into current credit; that's all. 

Mr. Ollie M. James. The question I put to the gentleman was this : 
Under the provisions of your bill the banks organized and capitalized 
at $600,000,000 can issue $600,000,000 in currency. They have issued 
that now. They have gone to the directors in the respective zones in 
which the banks are situated and have said, " We want to issue more 
money." I say it is within the power of four men out of seven, being 
a majority, to give to each bank in the United States the right to 
double its issuance of money, and instead of having $600,000,000 is- 
sued they might give them the right to issue $1,200,000,000, and then 
you would not have any capital stock which was the equal of the first 
$600,000,000 to help liquidate that last $600,000,000 when pay day 
came. 

Mr. Fowler. I do not think much of capital in banks at all. I 
think reserves and the liquid assets are the life of a bank. The Bank 
of France has only $35,000,000 capital and has outstanding $1,000,- 
000,000 of notes, or about thirty times as much as its capital. 

Mr. Ollie M. James. But there is only 5 per cent 

Mr. Fowler. Just a moment and I will explain to the gentleman. 
I do not think as much of the capital as I do of the reserve and liquid 
assets. The Bank of France, f6r instance, has $35,000,000 capital, 
but it has $500,000,000 of a reserve. I presume it has real estate worth 
more than its capital. The gentleman seems to be laboring under 
this delusion, that a bank would issue a credit note for a thousand dol- 
lars without getting something back for it of equal value. In other 
words, if a bank received a deposit for a thousand dollars, does the 
gentleman think it will lend it out without getting something in re- 
turn? A bank will no more give a man a thousand dollars of its 
notes than it would give a man some other man's deposit amounting 
to a thousand dollars. 
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Mr. Ollie M. James. The gentleman might make that argument 
as to banks if we did not have failures of banks and runs on bartks 
«very day, if we did not have depositors going around and beating at 
the doors of the banks and asking for their money ; but our experience 
with banks shows that you have got to bridle their power, and espe- 
cially so when you give them the right to issue unlimited money th.at 
the laborer must take and the farmer must take 

Mr. Fowler. Does the gentleman call that money ? 

Mr. Ollie M. James. You make it legal tender or the Government, 
do you not? 

Mr. Fowler. Of course to the Government and to the banks, so as 
to make it good everywhere and not subject to discount. 

Mr. Ollie M. James. Then, if it is not money, why not let the banks 
issue their checks? 

Mr. Fowler. What difference is it to the depositor whether he has 
a credit at the bank that he can check for a thousand dollars or 
whether he has got the bank's note for a thousand dollars ? Can the 
gentleman tell ? 

Mr. Ollie M. James. There is this diflference: Instead of being 
the depositor that has this, it is the laboring man, and unless your 
money is good enough for the laboring man S) put in his pocket and 
rest content with it, it is not good enough for the American people, 
and they will not be content to take it. [Applause on the l>eino- 
cratic side.] 

Mr. Fowler. Does not the gjentleman think that if a bank was run 
as it is to-day and loaned out its credit they would be as safe as they 
are to-day, especially with $500,000,000 or $600,000,000 in the guar- 
anty fund to protect it? Does not the gentleman think the currency 
that is redeemed in gold is a safer currency than the national bank- 
note currency was when it was worth only 35 cents on the dollar? 

Mr. Ollie M. James. I do not think any currency is good when the 
only thing you have got back of it is 5 per cent in realty and specula- 
tive assets, and will bring God onlj knows what when the crisis 
comes. Another question that I desire to ask the gentleman 

Mr. Fowler. The gentleman's last question or remark is based upon 
something that does not exist at all in the bill, and has nothing to do 
with this question. 

Mr. Ollie M. James. But the gentleman does admit, however, if I 
imderstand him, that these four men, a majority of the directors of 
the redemption agency, could give to a bank the right to issue unlim- 
ited amounts over its capital stock. Is that true or false ? Can they 
do that? 

Mr. Fowler. It could issue currency just as it could take deposits, 
on precisely the same terms. 

Mr. Ollie M. James. There is no provision of that sort in the 
gentleman's bill. Is there any such provision in the bill ? 

Mr. Fowler. Certainly ; I say that they could issue currency pre- 
cisely as they could take deposits ; with the consent of the board of 
managers, in unlimited amounts, as they could take deposits. 

Mr. Olue M. James. You provide in this bill that the bank shall 
pay 2 per cent tax. Is that right? 

Mr. Fowler. Two per cent tax on the circulation ? 

Mr. Ollie M. James. Yes. 

Mr. Fowler. Yes, sir. 
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Mr. Ollie M. James. But that does not get into the Treasury of 
the United States and go to the people, does it? 

Mr. Fowlee. Yes, sir ; it goes into the guaranty fund, and that cur- 
rency fund retires the demand notes of the United States Government, 
amounting to $200,000,000. 

Mr. Ollie M. James. But, wait a minute. Now, you charge these 
banks 2 per cent tax for issuing this money, do you not? 

Mr. FowTER. Yes, sir. 

Mr. Ollie M. James. And you put that into the hands of the Gov- 
ernment as trustee, do you not? 

Mr. Fowler. Yes, six. 

Mr. Ollie M. James. Now, suppose a bank has issued $200,000,000 
of money and it pays 2 per cent on it. Suppose it wants to go out of 
business. Now, has that bank got the right under this bill to go and 
demand from the Government the tax that has been paid ? 

Mr. Fowler. Not a penny of it. It can withdraw its 5 per cent, 
which is a part of its required reserve, but no part of the tax paid. 
It can only withdraw its 5 per cent, provided it has no debts of any 
.kind and the Comptroller of the Currency permits it. 

Mr. Ollie M. James. Out of this fund of which this 2 per cent is 
part, do you not make that fund pay interest to the banks on their re- 
serve, 5 per cent for deposits and 5 per cent to secure redemption ? 

Mr. Fowler. Under the bill they get 1 per cent on that 5 per cent. 

Mr. Ollie M. James. Do you not take from this fund that you say 
belongs to the Government and pay the banl^s interest on what you 
have had them to deposit as a reserve fund ? 

Mr. Fowler. Not at all; the 5 per cent deposited is a part of the 
required reserves upon which now, if held with a reserve agent, the 
bank gets possibly 2 per cent. 

Mr. Ollie M. James. I say that a provision in your bill does that 
very thing. 

Mr. Fowler. I do not understand it that way. 

Mr. Ollie M. James. Well, I do. 

Mr. Sherley. Mr. Chairman, I would like to ask the gentleman a 
question. 

Mr. Williams. If the gentleman will pardon me. The gentleman 
from Kentucky [Mr. James] asked if in your bill you did not make 
the Government of the United States pay interest to the banks for 

?art of this very reserve which was deposited by the banks in the 
'reasury of the United States. 

Mr. Fowler. I said that they paid them 1 per cent interest. 
Mr. Williams. I understood you to say that you did not. I find 

here section 22 

Mr. Fowler. The bill here provided that they are to be paid 1 per 
cent on the reserve funds in the United States Treasury. 
Mr. Williams. I read : 

Sec. 22. That every national bank may count as a part of its required reserve 
the amount it shall have deposited w.ith the United States Treasurer in accord- 
ance with sections 11 and 14 of this act, and shall be entitled to receive 
Interest thereon at the rate of 1 per cent per annum, payable annually on the 
1st day of July each succeeding year. 

Mr. Ollie M. James. That was my contention, and you said to the 
contra^. 
Mr. Fowler. I beg your pardon. 
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Mr. Ollie M. James. Then I misunderstood you, as gentlemen on 
this side have misunderstood you. 

Mr. FowLEB. That is very simple. That refers to the 5 per cent 
of deposits, and 5 per cent of note issues* with the Government, which 
are a part of their required reserves now in the banks, and the Gov- 
ernment pays them 1 per cent on that reserve; but not 1 per cent 
on the 2 per cent tax that they have paid in. 

Mr. Sherley. Mr. Chairman 

The Chairman. Does the gentleman yield to the gentleman from 
Kentucky ? 

Mr. Fowler. Certainly. 

Mr. Sherley. I would like now to ask the gentleman my question, 
and it is this : What was the reason for fixing the amount or capital 
stock of the bank as the limit of the amount of currency that can be 
issued by a bank in the first instance? 

Mr. Fowler. Simply an assumed figure, that is all. 

Mr. Sherley. If it be true, as I understand the gentleman, that 
the subsequent currency issued by permission of the directors con- 
trolling that particular financial zone is based on the same credit as 
that which is first issued, why should this first limit be made, and 
why not let the banks issue without regard to the capital stock? 

Mr.- Fowler. Because the banks have to have an organization. 
They want to take out a certain amount of currency, and we fix it 
at the amount of the capital, because they are required to put up 5 
per cent of the amount taken out. Now, they are not compelled to 
take it all out. If, subsequently, they should consult the managers 
who are supervising the redemption district, they could take out 
additional currency. So that was simply a question of adminis- 
tration. 

Mr. Sherley. If I understood the gentleman right, these issues 
that may be made, up to a sum equal to the capital stock of the bank, 
i^.nd those they may issue by the permission of these directors in the 
financial zone will be based upon the same credits and, require the 
same reserve in the banks behind them. Now, is that true or not? 

Mr. Fowler. It is true, but I want to qualify. You say the same 
credit. I would not say the same credit, but I should say similar 
credit. 

Mr. Sherley. I do not mean the same credit, in regard to any par- 
ticular credit, but, as I understand it, both of them must have a re- 
serve of 15 per cent 

Mr. Fowler. That is right. 

Mr. SHERLEr. In the country, and 25 per cent in cities. 

Mr. Fowler. That is ri^ht. 

Mr. Sherley. And that is all upon which they are issued? 

Mr. Fowler. Except that it is the credit of the bank, and of course 
no bank is going to incur a debt which it must pay without taking 
something in return for it. I know the gentleman understands this, 
but there has been some talk, and the gentleman is just on the point, 
and so I make that statement. 

Mr. Sherley. I understand that, but if there is no difference be- 
tween these notes, in the security that lies back of them, between 
those that are issued as a matter of right by the banks and those that 
are issued by permission of the directors, why have the permission of 
the directors at all? And if the theory of your bill is based on the 
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idea that your issuance will be in response to trade demands and that 
there will be absolute redemption when the condition of the trade pre- 
vents the notes staying out, because banks must redeem in ^old upon 
presentation, then why have you not simply taken your limit off and 
left it to trade conditions to say what shall be the volume rather 
than to the directors in a zone? 

Mr. Fowler. The gentleman states the principle with absolute accu- 
racy. That is exactly my position. 

Mr. Sherley. That is not your bill, as I imderstand it. 

Mr. FowiiER. But you have to draw a bill with some view to passing 
it, and also recognize rules of administration. 

Mr. Sherley. If I understand the gentleman, he has compromised 
with his position to the extent of limiting the first issue to the amount 
of the capital of the bank. 

Mr. Fowler. That is all. 

Mr. Underwood. May I ask the gentleman a question on this point 
of redemption ? I understand the basis of the gentleman's bill is the 
fact that there shall be 5 per cent of gold to redeem this outstanding 
currency. 

Mr. F0WI.ER. Oh, no; the reserves against the bank notes are pre- 
cisely the same reserves that are held against deposits. There is no 
difference between the two. 

Mr. Underwood. But does not your bill provide that there should 
be 5 per cent of gold for the issuance of these notes? 

Mr. Fowler. No, sir. 

Mr. Underwood. How much gold do you hold to redeem these 
notes? 

Mr. Fowler. Whatever the law requires now. If it is a country 
bank it must have 15 per cent, with the privilege of carrying some 
of it in reserve cities. In the central reserve cities it is 25 per cent 
in cash, and in those cities that are reserve cities and not central, 25 
per cent, with the privilege of 12^ per cent in the other cities. 

Mr. Underwood. The gentleman referred very eloquently in his 
speech to the fact that Mr. Cleveland, when he was President of the 
XJnited States, saved the country from a panic by redeeming the 
greenbacks. I so understood the gentleman. 

Mr. Fowler. No. 

Mr. Underwood. You did not say he saved it from a panic, but 
he saved the situation. 

Mr. Fowler. He saved the credit of this nation when he gave free 
silver its first stunning blow. [Applause on the Republican side.] 

Mr. Underwood. Just one minute. What Mr. Cleveland did was 
to attempt to stop the endless chain — the run on greenbacks. At 
that time we had $347,000,000 in greenbacks out, and we had 
$100,000,000 of ^old in the Treasury, and yet the people of the 
country, not having confidence enough in the fact that we had gold, 
one for four, in the issuance of greenbacks, had a run on the Treasuiy 
and started the endless chain; and would not we do the same with 
the banks when they only had one-sixth of gold to secure the notes ? 
What is the difference ? 

Mr. Fowler. The Government has no liquid assets with which to 
pay anything; but a bank, if it is a commercial bank, should prac- 
tically have all of its assets in liquid shape. 



Digitized by 



Google 



54 SCIENTIFIC BANKING SYSTEM. 

Mr. Underwood. But the Government has the whole power of 
taxation. 

Mr. Fowler. What is the power of taxation worth in a panic? 

Mr. Underwood. It is good to raise gold, as it did raise gold. It 
was good enough to ^t gold. 

Mr. FowiiER. No; it did not get gold on taxation; it raised it on 
the credit of the nation, with a promise to pay. 

Mr. Underwood. What was the credit of me nation based on but the 
power of taxation ? There would not be any credit for the nation if 
it did not have that. 

Mr. Hardy. Just one question. I think there is a misapprehension 
as to a portion of the gentleman's bill. I understand that the first 
and general underlying proposition is to place the deposits and cur- 
rency of the bank on the same footing? 

Mr. FowiiER. Yes. 

Mr. Hardy. I understand the holder of a deposit certificate and a 
currency bill of the bank may go to the bank and demand gold? 

Mr. Fowler. Yes. 

Mr. Hardy. If the bank fails to pay, the Government guaranty of 
$500,000,000 steps in and takes up the demand ? 

Mr. Fowler. Yes. 

Mr. Hardy. If the bank continues to fail it goes into the hands of a 
receiver? 

Mr. Fowler. Oh, no ; you can not resort to the Government guar- 
anty fund in any case until the bank has actually failed. 

Mr. Hardy. I understand. 

Mr. Fowler. But the gentleman made a statement that implied 
that you could resort to this in case it made a loss. 

Mr. Hardy. No; in case of failure only. 

Mr. Fowler. The profits, reserve, and capital must all be wiped out 
and the stockholders would have to be assessed before the guaranty 
fund could be touched. 

Mr. Hardy. I understand it as the gentleman does. Now, I want 
to ask this question: Is there any reason why the debt of the bank 
on its currency issue should be more sacred than the debt of the bank 
to its depositors? 

Mr. Fowler. Not at all. I do not make them so. 

Mr. Hardy. Your bill is designed to put the depositor and the 
holder of the currency on the same basis ? 

Mr. Fowler. Yes ; and with a fund at Washington that guarantees 
both alike. 

Mr. Hardy. And only in case of failure? 

Mr. Fowler. Yes; without preference then. 

Mr. FoRNES. Will the gentleman from New Jersey yield to me for 
a question? 

Mr. Fowler. Yes. 

Mr. Fornes. The question I desire to ask is this : Did I understand 
the gentleman's objection to a central bank was the vast extent of our 
territory as compared with those territories where they are estab- 
lished — ^in England, France, and Germany? 

Mr. Fowler. That was only one observation I made. There were 
several others. I would say that the main objection to it is the fact 
that in this country of ours there is a political situation that is un- 
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matched bj any other country in the world, and I should say that the 
political situation is the most serious objection of all those made. 

Mr.^ FoRNES. Does the gentleman say that owing to the political 
situation we could not use the same financial institution that has 
proved to be so satisfactory in other countries? 

Mr. Fowler. I think that if there was a central bank in this coim- 
try the power of the bank would be sought by political parties, and 
I am afraid it would be used by political parties for political 
purposes. 

Mr. Fornes. Assume that you could take the power out of political 
influence? 

Mr. Fowler. Is it possible to do that in this country? 

Mr. FoRNES. And suppose on account of the vast extent of the 
country you establist ten branches, each branch to have the power of 
the central bank, these branches to be established in designated cities 
like San Francisco, New Orleans, and so situated throughout the land 
that they would come into the same class that the gentleman's system 
proposes? 

Mr. Fowler. It is impossible for a central bank, through its 
branches, to reach the customers, because the gentleman must remem- 
ber that when you have a central bank in the United States it 
is never going to do any direct business. 

Mr. Fornes. Suppose it did the business of a general clearing 
house? 

Mr. Fowler. How could that bank or any of its branches give re- 
lief to a man way up in the pineries of Washington, where they have 
a small bank and want some currency or want to convert their credit 
subject to check into a current credit to meet a pay roll with? 

Mr. FoRNES. He could reach the branch at San Francisco, which 
possesses the same power as the central bank. 

Mr. Fowler. How long would it take him to go down to San Fran- 
cisco to get the credit or cash for his pay roll! This would be ac- 
complished only by rediscounting some of his paper, when he could 
just as well convert it himself into a current credit. • 

Mr. FoRNES. He could do it by having the exchanges the same as 
they have in the banking system through what you may call 
the " clearing-house " system. 

Mr. Fowler. How long would it take a man to go from some 
particular point, two, or three, or four hundred miles, to your clear- 
ing house? 

Mr. FoRNES. How much longer would it take him to go under the 
central-bank system than under your system ? 

Mr. Fowler. He would not have to go at all. He would simply 
wire the managers of the district or call them on the phone and get 
back an answer in an hour or less, possibly, because they would 
have his reports on file and would know all about him. 

Mr. FoRNES. But suppose the central-bank system branch would 
have two directors in every branch city where it is established, would 
they not understand the condition of that country and would they 
not be able to give an answer by wire, as under your system ? 

Mr. Fowler. I think it would be very impracticable and be very 
far removed from the business of this country, as compared with the 
proposition that I have presented. 
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Mr. FoRNES. You think it only impracticable, but it might be 
possible? 

Mr. Fowler. Oh, it might be possible to carry on the business 
that way, but not at all as desirable. 

Mr. Hardy. I would like to ask the gentleman a question. In case 
it should be found that it would be impossible to so change our sys- 
tem as to retire the bond-secured currency and issue in its place the 
convertible currency the gentleman speaks of, or the credit currency, 
w;ould it not be a step in the right direction if some law could be 
passed whereby the deposits of banks were rendered absolutely secure 
and guaranteed by the Government, as provided in the gentleman's 
bill, even if that were all that could be done? In other words, would 
it not be a step toward the gentleman's ideal conception if every 
deposit in every national bank was rendered absolutely safe by the 
guaranty of the Government? 

Mr. Fowler. I do not approve Government guaranty, but if we 
could compel the banks to ^arantee, it would be advantageous, but 
the trouble is there is no imiformity in our banking, and some States 
require no reserves, some of them 1 per cent or 4 or 5 per cent, and 
this interchange of national bank notes into trust companies for the 
purpose of locking them up is undermining the banking of this 
country, and we want it uniform, and we want enough reserves in 
gold to make our credits absolutely sound. 

Mr. Hardy. Now, the point I want to get at is this, if the law was 
passed that all national oanks shall have a guaranty deposit, won't 
that unify the system of national banks and cause all other banks 
to come into the field of the national-bank system; and when they 
have done that, won't all your credit currency be a thing not needed, 
practically, for the deposits are made absolutely secure ? 

Mr. Fowler. Oh, no; you need currency, because you can not use 
the gold certificates and other reserve money to handle your crops 
and make up your pay rolls. 

Mr. Hardy. As I understand, the great stayback of your proposi- 
tion is that your currency and deposits would not be liable to be 
questioned because guaranteed by the Government. 

Mr. Fowler. I do not get the question of the gentleman. 

Mr. Hardy. As I imderstand, the reason why there would not be 
likely a run on your banking system would be the fact that every 
man would have confidence in the guaranty of the Government. 

Mr. Fowler. Certainly; the $700,000,000 guaranty fund. 

Mr. Hardy. AVhether that applied to the currency or to the 
deposits? 

Mr. Fowler. Yes. 
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indulge me, to take you as briefly; as I can over the road of obser- 
vation and experience and reflection which I have come, that you 
may judge thereby of the merit that attaches to what I may say. 
I see two gentlemen here at least who will, quite likely, follow me, 
if I rive them time, who will speak of the matter from higher 
standpoints of what I would call the philosophy or the metaphysics 
of money, finance, and banking. So if you will let me follow my 
simple road, it mav soimd a little personal, but I can not help that. 

In 1854, a lad of 18, it was my very good fortune, as I regarded it 
then and as I regard it now, to become employed in a Uttle bank 
as a junior clerk in the State of New York, in a small town near the 
center of the State. The bank had $50,000 capital. It had about 
$75,000 in deposits, and it had a right under the- law to issue $50,000 
in notes. I observed that the business of the bank was to guard 
its deposits with proper reserves in money^ to protect its deposit 
line, and to guard its outstanding notes with a proper reserve to 
protect them when presented for redemption. There were two 
places of redemption for the notes. One was in the town where 
the notes were issued, the bank's counter; the other was in the city 
of New York. I observed shortly that the bank was exceedingly 
cautious about the use that was to be made of the credit that the 
bank gave out to its customers in exchange for the obUgations that 
it tooK from its customers. 

As I say, like all banks, it was restrained in its operations by the 
limitation of its reserve money, and when the relation of things was 
about normal or satisfactory, it could not loan, if thereby it should 
be obliged to take its reserve money and hand it to a customer in 
exchange for his obligations, for that was giving cash in exchange for 
credit. I found it was the business of the bank so far as possible to give 
credit in exchange for credit, and the credit made by tne bank to the 
person who gave it his obligation being put upon its books was likely 
to be transferred from one to another through the instrumentality of 
checks, and so not peril or prejudice by exhaustion the cash resources. 
Such credits therefore were fairly given. But the same rule applied 
to the issue of its notes. 

A borrower came to the bank and wished to make a loan. He 
could not avail himself of the result of the credit if placed on the 
bank's book and availed of by his checks, which would be transfer- 
able in the field of circulation which limited the bank's business hor- 
izon. In such a case circulating notes or currency could be perhaps 
utilized for the borrower's purpose, and perhaps to the advantage of 
the bank, and the question alwavs arose, '^What do you want to do 
with the proceeds or this credit?'' If the man wanted to borrow and 
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But if it appeared, as in very many cases it did appear, that the 
man wanted currency for some of the commercial or mdustrial uses 
of hfe, Hke the payment of employees, like going up into the " north 
woods," as we called it then, to pay men for gettmg timber and doing 
a logging business, or going into Indiana to buy wheat, or into Wis- 
consm for that same purpose, or into Ohio for the purchase of wool, 
and all those miscellaneous purposes which go to make up the prod- 
ucts of industry, and start them forward to market, then by the 
power that the bank had to issue its unissued notes, which might 
still lie imused, the bank was glad to make that transaction, and the 
money (bank notes) was available to the man if his credit was good 
so that the bank was wilUng to take the risk. But, so jealous was the 
bank as to the use of these notes that it was my duty, as a junior 
clerk and general all-roimd assistant, to take the bank's notes which 
were brought out from the vault, preparatory to giving them to the 
borrower, and take a small stamp which made the letter E or X or Y, no 
matter which, and stamp every note and then make a memorandum 
upon a book kept for that purpose of the date and the amount of the 
issues and how marked, and as those notes came in for redemption 
to watch the average time of circulation which they would enjoy. 

I did not perceive the relation of things so very clearly at that 
time, because I was young and did not reflect so very much. Then 
I went to Chicago a year and a half later, and after two or three 
years of knocking about, I again found myself in a bank operating 
under a State charter, clothed with the powers of a trust company 
and savings company, but .with no power to issue notes. I found 
the situation there something Uke this: A great variety of banks and 
a great variety of currency; there were notes in circulation issued by 
certain banks specially chartered by certain States, doing business 
and issuing notes. Tnere was the State of Bhnois banking system, 
which was called a system of free banking; that is to say, any five 
persons, I think it was five, could associate together, start a Dank, 
notify the auditor, put up some State bonds of any of the sovereign 
States of the United States, and have issued to it currency notes, 
strictly in accordance with the formaUty that exists regarding the 
national-bank notes at the present time. 

These banks so chartered and organized were required to redeem 
their notes at their coimter and not elsewhere, and, with a very wise 
or discriminating regard to the responsibilities of redemption by 
the organizers or the banks, the places chosen for the organization 
and location of these banks were generally so obscure that nobody 
would dare go across the country with the notes to get them redeemed. 
And I believe this actually resulted in the course of that business, 
to wit: A group of men putting together $100,000 would organize 
a bank ; they would buy the bonds and deposit them with the audi- 
tor of the State, draw out the money or notes — they were not in the 
business of lending much money, the places where these banks were 
situated didn't have much business to do generally — and they would 
take the notes and go to the various markets, like Chicago or elsewhere, 
and buy commodities, wheat, com, flour, ship it to New York, turn 
it into the money of the country, take the proceeds, buy in the 
market more bonds and start a new bank by putting up the bonds, 
get some new currency, and do the same tmng over again; so that 
with a capital of $100,000 a man or party of men could have about six or 
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more banks and be drawing interest on $600,000 or more bonds. 
But they were brought forth as a bank note, secured by the sov- 
ereign bonds of a State, and people took the money, and those 
takmg it passed it oflF on somebody else. No one would go to present 
it for redemption at the place it was issued. 

I remember an incident touching upon that particular point. The 
institution to which I was related, having no note issue and being 
inimical to this principle of currency, organized a raid upon these 
various banking mstitutions, so-called, thai? is to say, it sorted their 
notes and by special messengers sent the notes home for redemption 
in gold. I remember specially being very diligently occupied for 
some days in sorting out the notes for a particular bank imtil we had 
accumulated some $25,000 or $30,000 of the issue of the bank of 
Rushville, I believe it was, and three men, with about $30,000 of that 
money, started for the bank to get these notes redeemed in gold, or 
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George Smith conceived the idea that as his credit was established, 
as he understood the business of banking, he could serve the com- 
munity usefully and with profit to himself, the last probably being 
his cmef motive — a motive that animates most men. He had no 

{)ower imder the law to issue notes. But there are ways aroimd a 
aw oftentimes, as we have foimd in oiu* experinece. So he bought 
the charter of a bank in Georgia, called the Bank of Atlanta, which 
had a right to issue notes. It had no capital; it was inert and sub- 
stantially dead. He bought that charter, organized the bank, and 
issued to George Smith from time to time the notes of the bank in 
exchange for his obligations, I presume— I never knew the real 
inwardness of it — and across the back of these notes he stamped 
these words: ** Redeemable in gold coin at the office of George Smith 
in the city of Chicago.'' So he acquired aU of these notes, which cost 
him nothing except his credit with the Bank of Atlanta. These 
notes he loaned to the pubhc to the amoimt of something like, at 
one time, from the best advice that I can get, $1,500,000. Those 
notes were the most popular and held the highest degree of con- 
fidence in the minds or the people of any ciurency extant and passed 
current in that district of the coimtry tributary to the city of Chi- 
cago. He continued this business for a number of years, then the 
shadows of -the civil war grew black and ominous, and, canny Scotch- 
man, as I said he was, he smelled danger from afar, he liquidated 
his bank, he redeemed aU of his notes, he paid aU of his depositors, 
and he went home to Scotland to enjoy the fortime that he had 
either well or illy earned by ministering to the industries and com- 
merce of a great State. 

That was a lesson to me in contrast to the other lesson m a btate 
bank secured circulation. I saw a credit currency issue, with proper 
assets behind it, containing only the elements of credit, was an 
effective, useful, and economical agency in the industrial exchanges 
of the people. 

There was another in3tance near by that enforced upon me the 
same proposition. That was the Bank of the State of Indiana. 
The Bank of the State of Indiana was in existence in those times; 
Hugh McCullough was president of it. It was chartered by the 
State; it had eighteen branches, and at all of those branches it did 
business, the central office being only the administering bureau for 
all. It had a right to issue notes, without putting up any of the 
bonds of anybody, to the amount of twice its capital stock. It did 
business ana performed for many years in the most safe manner the 
functions of banking in the State of Indiana to its great advantage. 
It was never able to put out conservatively and safely more than 
half of the limit of circulation "that the law gave it, and the Bank of 
the State of Indiana notes were recognized in the New York market. 
The notes issued imder the secured system of the State of Illinois 
were tabooed, except in the brokers' offices, at a discoimt, in the city 
of New York and all commercial centers. 

I became acquainted with the fact that the State of Louisiana had 
a system somewhat similar to the bank of the State of Indiana; that 
is to say, they had a credit note system issue, requiring the banks to 
hold against the note issue 33J per cent, I believe, in specie and two- 
thirds m good commercial bills, not stocks or bonds, and for many 
years that bank performed its function. But those banks under the 
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Louisiana system were finally taxed out by the desire of the Govern- 
ment ''to get revenue/' if that was the real desire of the Government, 
and retired — that is to say, redeemed — all their notes, organized under 
the national law, and continued their operations as banl^ in a manner 
much less effective to the general community than they had performed 
it before Congress tied up their capital bv compulsory investment in 
securities, viz, United States bonds, to become hypothecated 1,000 
miles from home. The banks of the States of Mssouri, Iowa, and 
Ohio were similar to the Bank of the State of Indiana. It was a 
credit currency system. 

As a clerk in tnis bank in Chicago, as time went on, it was my dut^ 
to sort the money, to keep the best, pay out the poorest. That is 
human nature, too. The money we saved was the money of the 
Bank of the State of Indiana in our tills, the Bank of the State of 
Ohio, and of Iowa, and New England money, so far as we desired 
to have a reserve of currency. We were on a specie basis at that 
time nominally, but there was very little gold in the reserves of the 
banks. As I said a few moments ago, in the beginning the public, 
especially the State of Illinois, thought it had the model system 
of notes secured by bonds of the sovereign States; but a change 
came over the situation. State bonds began to depreciate in value 
in the market. The banks that I have described in the State of 
Illinois secured by these bonds, one after the other, unable to find 
gold for exchange for its notes on the first presentation of any volume 
of these notes, straightway suspended payment. Under the law the 
banks were closed out and the auditor sold the securities for the 
benefit of the note holders. These notes were in considerable volume 
and passed through the hands of our bank, and day after day we 
sorted these notes with reference to a schedule which showed the 
value of the securities of each bank; we sorted out and kept those 
that we considered the best and those that were the poorest we paid 
out. And that was human nature, anybody woula have done it. 
The net realization to the note holders imder that system of the 
State of Illinois, as a result of liquidation was somewhere between 40 
and 50 cents on the dollar. 

The loss to the note holders under the Greorge Smith method and 
the Louisiana system, the Bank of the State of Indiana, and Iowa, and 
Missouri and Ohio was nothing. And so it came to be borne in on me 
that what is called a credit currency, which enabled a bank to give its 
credit in exchange for the acceptable credit of its customers, properly 
guarded and protected, and based upon sound banking, with honesty 
and integrity upon the part of the administrators of the credit, was 
the truest, best, most aaequate, and practical system of banking and 
currency as compared with any other. Now, I think I am through 
with the sketch I have indulged in. I indulged in it simply for the 
side lights which it may furmsh to the consideration that you have 
got to give to the great questions of banking and currency, which it is 
your special duty to consider and determine. 

Now, afterwards the Government wiped out all these banks of 
issue, good, bad, and indifferent, by taxing them out of existence and 
introducing the national currency system which is now in vogue. 
So charged was I by the influences of these things I have been speak- 
ing about — to wit, the principle of credit currency — that, as a national 



Digitized by 



Google 



SOIBNTIFip BANKING SYSTEM. 65 

banker, when I came into the position of control or substantial con- 
trol ot a large institution I would not issue notes under the national- 
bank act. The reason why I would not do so was that I woidd not 
8eciu*e part of my liabilities in the form of notes by especial pledge 
of the property of the bank to the prejudice of those whom 1 owed 
on booK account. The profit on circulation was not so very tempt- 
ing. If it had been, perhaps I would have fallen like most all my 
friends did. 

Now we have got the system as is it. Is it an effective system? 
Does it meet the needs of the coimtry ? Is it responsive to practical 
needs, and is it in accordance with the true scientific principles which 
ought to govern banking, and banking fimctions? They say every- 
thmg is relative, and a comparison is the best way to show a fact. 
Therefore I will venture to refer to the historical operations of a great 
bank in another coimtry — the Bank of France — and ask you to look at 
its history and our own. 

The Bank of France was established about the year 1803, 1 believe. 
It has the power substantially unlimited of note issue. Its credit 
notes in circulation have always been four or five or six or eight times 
its liabilities on its booksi Its notes always circulate as money in the 
conmiunity. It continued undistiu'bed through the revolution of 1830 
of Louis Napoleon, which distiu-bed the political condition of France 
to its center; it went on undisturbed in its operations and performed 
its functions, viz, to give its obligations in exchange for the obliga- 
tions of those engaged in commercial and industrial pursuits, unm- 
terrupted by the coup d'6tat by which Napoleon III made himself 
Emperor, it came into the period of 1870 and 1871 when it saw its 
coimtry devastated^ — ^nearljr ruined. France was at the close of an 
exhaustive and futile war, its enemy was in possession of its capital, 
the coimtry was under duress to pay a thousand million of dollars of 
war indemnity. It witnessed the rise of the '^ commune'' with its 
regime of bloodshed, murder — of course aU industries suffered — 
commerce was afficted, and misery fell upon many people, especially 
in the besieged cities, but the bank contmued its function uninter- 
rupted, without any panic. It did suspend specie payments on its 
notes, out of prudent considerations, to control or to a degree put a limit 
upon the foreign export of gold, but at no time during this period of 
wnich I have been speaking did gold in France or on the Bourse at 
Paris, command a premium so high, measured in the notes of the Bank 
of France, as erdmary paper currency commanded in this country 
at the close of the most prosperous years the country ever knew. 

These things are pairmil contrasts, and they need to be inquired 
into. Is the national system of currency and banking as now operat- 
ing an effective system? It is not inviting to the pubUc at large, for 
not more than half of the banking institutions and those who desire to 
engage in that business have embraced the provisions of the national 
banking act. We have 6,500 national banks organized over the 
country. They are each independent institutions, with no natural 
power of attraction toward each other by any law of self interest. On 
the contrary, as quick as a crisis comes, they become charged with the 
influence oi a mutual repulsion, and each one by the instinct of self- 
preservation, or a narrow self-interest, begins to pull out of the com- 
munity the elements of strength for itself. They refuse, as is demon- 
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strated completely without any illustration — they suddenly refuse to 
perform the functions of a bank which is to give credit in exchange for 
the credit of the community. They will no longer extend their credit. 
On the contrary, they insist upon the Uquidation of credits due to 
them from the public, and the ruinous loss to the industrial classes — 
those who produce from the soil, those who work in the factories and 
those who are employed in common labor — can not be measured by 
any rule that I know of. We only know it is enormous and that the 
losses and adverse consequences which are so plain will for some time 
be continued. 

Now, is there not need for thorough revision? Do we not want to 
put the banking and currency system upon the basis where, if you 

? lease, the creator of it will be willing to trust it for a day or two? 
his system, created by the Government, supervised by the Govern- 
ment, in existence for forty-four years, with plenty of opportimity 
to observe its weaknesses and to strengthen it at points where it was 
weak, has been held out virtually by the Government to the people 
as entirely worthy of respect and confidence; and the people, to the 
extent of four thousand five hundred milUons of dollars, as evinced 
by the debts of the national banks have taken this representa- 
tion, or this impUed representation, as valid and have intrusted their 
interests to that extent to these institutions. Has the Government 
set the example of trust and confidence in these institutions it created ? 
No. That is patent, manifest, and notorious— ^never to the extent 
of one dollar; it will not even take a certified check on the best of 
its creatures in payment for a revenue of $100 coining to it from the 
most responsible citizen. I think the system ought to be revised from 
the beginning — that is to say, in all the important elements that consti- 
tute its foundation. 

I shall get along in a few minutes 

The Chaebman. Do not mind the time. 

Mr. Gage. I shall get along to a point where it will appear, and I 
may as well anticipate it now, that I am opposed to the measure 
originating in the Senate, which is offered as a curative of the evils 
and weaknesses that inhere in the system. It will appear further 
that I regard the bill before you known as the " Fowler bill" as a very 
comprehensive measure, containing in itself evidence that the author 
imderstands clearly and expUcitly the principles which underUe the 
banking and currency relations of the United States, and has brought 
forth a measure which in contrast to the one offered in the Senate does 
reach to the fundamentals. We know that something fundamental 
is necessary — something which will make the national banking sys- 
tem (if we want to keep it going) substantially uniform and more 
effective in its application to the coimtry's needs; but before any 
measure that reaches fundamentally to a fine foundation can be 
inaugurated and adopted some diOiciilties and embarrassments must 
be gotten out of the way, and these embarassments lie, in my opinion, 
in the relation of the Government itself to the business of the com- 
munity as represented in the banking system. 

This bill, if I may anticipate what I may say later, especially 
provides that, and by an easy method, without expense to the people, 
cuts out as far as possible these artificialities which hinder ana 
•obstruct any possible imiform national systern of banking and 
currency. What are those artificiahties? The artificiaUties that I 
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speak of not only impair the general structure of banking and cur- 
rency, but they also embarrass or are likely to embarrass the Govern- 
ment itself. They were bom in the civil war. Of what do they 
consist? First, the legal-tender note — the greenback. If it were 
necessary to issue them in the beginning, they should long ago have 
been retired. They were false to the economic requirements of a 
true currency. Legally equal to gold as a cash reserve for banks, 
we witness the anomaly of a debt obligation issued by the Govern- 
ment made the legal oasis for debt obligations issued by banks 
to an amount four times as great. They thus weaken the foundation 
of metalUc money, on which the fabric of our whole credit system 
must finally rest. It is perceived that noninterest notes payable on 
demand are an immediate economy over time obligations charged 
with interest, and this benefit the people refuse to surrender. And 
of course we know that there is a sentiment attaching to the green- 
back — and the sentiment is a high sentiment, it is a good sentiment, 
it is a beautiful sentiment — but sentiment and business are not 
fellow-travelers. They go on different platforms. Not that business 
should fall below honorable and true sentiment at all, but justice 
and truth are the true basis of business — not poetry or philanthropy. 

Now observe our system of bank no.tes. It is a device that we 
brought in at a time of distress to create an artificial market for 
United States bonds. Their issue, volume, and use bear no relation 
to the true law which should govern in the field where paper money 
performs its proper functions. 

Now, the result is seen in two directions. In the first place, it has 
artificialized the price of Government bonds to an extent of at least 
20 per cent, measured by the world's standard of value, as found in a 
free and open market where similar securities are bought and sold. 
As an incident to this artificialization the Government has become 
the guarantor of payment for ^ome seven hundred millions of notes 
issued hj more than 6,500 so-called national banks. This is a false 
relation in my opinion. It ought not to exist any more than the 
Government should guarantee insurance p'ohcies or the notes of cus- 
tomers that a bank has taken. 

Further, by the drift of events, and through pohtical pressure, 
there has been injected into the channels of our circulation some 
six himdred millions of silver now possessed of its natural commer- 
cial value, measured by gold, of about three hundred millions, 
but maintained at parity with gold through the Government's pledge 
to maintain such a p^-rity balance. Looked at from the Govern- 
ment's side we have nere a direct or contingent Uabihty consisting 
of United States notes, "^346,000,000 silver currency, parity $300,- 
000,000, national bank notes, $700,000,000. Of course this Habihty 
is not menacing or embarrassing to the Government at the present 
moment of time, and is not Hkely to become so, provided we can 
continuously avert foreign or domestic wars, and provided, further, 
that the channels of trade where money circulates, can be to a large 
degree monopohzed by the greenbacks and by silver, or silver cer- 
tificates. In such a case the Government may not at any early 
period experience any particular embarrassment, but consideration 
ought to DC had to this, viz, we recognize that a strong metallic 
chest and an unimpeachable credit in the Government is as essential 
to success in war as is our Army and Navy. 
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To the support of Ihe Army and Navy, with but Uttle grumbling, 
we contribute substantially a himdred million dollars a year for each, 
but for the economizing of a few millions we fail or refuse to put 
ourselves in the strong position of financial defense from a Govern- 
ment point of view and drift along in a position which it must be 
confessed is, and everywhere else m the world is, charged as being 
a weak and inexcusable position. It is, however, to the reflex effect 
upon our general bankmg and currency system that I especially 
du'ect your thought. I have said that the path to a more perfect 
condition in banking and currency is blocked by the artificiaUties 
developed by our financial legislation. 

Now, there would be no proper cause for complaint about it being 
blocked if as in the minds of many people it is conceived to be — that 
the business of banking goes on bv the grace of the privilege panted 
by the Government to certain favorite persons, who exercise the 
function of banker to exploit the people. If that were the case, the 
more obstacles, restrictions, and repression the better. When a cor- 
rect understanding takes the place of these misapprehensions, then 
it will be perceived that what ninders, restricts, or prevents the just, 
economic exercise of the banking functions interferes to embarrass 
an agency which, next below production and transportation in 
importance, is a minister to that industrial life wherein our material 

Prosperity must be found. Now, in every other relationship existing 
etween men, we know that there are natural laws which spring up 
by virtue of that relationship. They have to be discovered and 
recognized, and if obeyed they bring in peace and happiness. It is just 
as true that in the field of economics and in the field of banking and 
currency and in finance generally there is a law of relationship which, 
if observed, will bring in the highest utility and usefulness and pros- 

Eerity, but which, if violated, as in tbe law of personal relationships 
etween men, brings in disharmony, confusion, and ultimate disaster. 

Now, our history for the last forty years suggests — in fact, it demon- 
strates in the most emphatic way — that our banking and currency- 
system has at some point at least been out of harmony with the true 
laws which should govern it. 

I am speaking too long upon that subject. 

The Chairman. No; it is the sense of this committee that you 
proceed until you finish. 

Mr. Gage. Now, the national banking act has operated, in my 
opinion, to create an extraordinary innovation in bank credits, to 
induce the banking function to depart very widely from its natural 
use, which is to minister in the neld of industry, production, and 
exchange, and has built up an enormous fabric of bank credits, 
represented on the books of the banks chiefly in large cities, an 
artificiality, and on this great artificiality of banking now rests the 
immense burden of securities, fixed in form, payable at remote 

Seriods of time, that have no relationship whatever directly to pro- 
uctive industry or exchange. How does it do this? I think it is 
glain. The bank notes are issued to a bank. It gets them into the 
eld of circulation in any way it can, and there is taken out of the 
field of circulation reserve money in its place, and this reserve money 

foes into the vaults of the bank and rumishes a basis on which is 
uilt up an artificial structure devoted to stocks, bonds, and securities, 
to which I have just referred. 
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^ You know that a bank can carry credit in the centers, the reserve 
cities; it can carry liabiUties to four times the amount of its reserve 
money, and you know, I think, without my describing it too minutely, 
that deposits and loans are almost corollaries of each other to a 
large extent; that is, a credit made on the books of a bank in the field 
where bank credit circulates by checks and drafts can be swelled up 
in volume with reserve money one-quarter as large, because that 
credit, so called, will be circulated from one to the other in the field 
of operation to which the credit relates — and now I am speaking 
broadly about the field of bonds, securities, and stocks, and that sort 
or thing. There is no difference in the power of currency to inflate 
credit. There is no difference in the power between notes secured 
by bonds and notes not secured, except the assets oi the bank. 
They are the same in their nature. 

Not only have the notes thus issued bv the Government been 
used to take reserve money out from the field of circulation — I mean 
the active field where people pass money to and fro — ^but they have 
been taken over bodily to a large extent by banking institutions that 
are not under the national law and counted by them as though they 
were legal reserve money. There is nothing to hinder them from 
doing it, and they argue in a maimer to justify this. They say 
these notes issued by the banks are better than greenbacks. They 
are secured by obUgations that draw interest anyhow, and the green- 
backs are not. Thev are secured by the assets of the bank in addi- 
tion. The greenback is not. They are secured by the Government 
guaranty of payment and by a 5 per cent redemption fund held by the 
Government, and so directly, not indirectly, but directly, by count- 
ing these notes as legal money, the State institutions take tnem and 
use them and inflate book credit, and we entertain the delusion' that 
is very popular that we are a very rich people because the people 
have got thirteen thousand millions of money in the banks. That is 
folly. They have thirteen thousand millions of credit there, and 
against those credits the banks hold against the people obligations 
that they can compel them to pay for about thirteen thousand mil- 
Uons, and when an these debts are settled the whole business dis- 
appears. So we have not got thirteen thousand millions of money 
in the banks. 

If what I have so far stated has been a fair and true explanation 
as to the situation, what are you going to do about it? Let it drift? 
We have drifted over the rocks several times. We drifted over them in 
1873 and struck the rocks pretty hard. We drifted over them in 1890 
and got a shght shock. In 1893, from entirely other causes, our 
financial ship Dumped very badly. In 1907 we were on the deep 
waters of prosperity, where everything ought to have floated serenely, 
but we bumped hard. We stove open the bottom of the ship. We 
met with first-class disaster. Are we going to keep drifting or are 
we going to do something? Shall what we do be comprehensive or 
shafl it be a mere makeshift? Shall the artificialities that have gone 
on for forty years be replaced by some other artificiality or shall 
we consider and see if we can not in some way establish foundations 
harmonious and consistent with the true laws that govern the whole 
subject? 

There are two measures that are proposed to Congress now. There 
may be others that I have not heard of. The one is the Senate bill 
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introduced by Mr. Aldrich; the other is the House bill, which I hold 
in my hand, introduced by the chairman and referred to you. Both 
bills. I think, are now before the committee, are they not? 

Tne Chairman. No; the Senate bill has not come over to us. 

Mr. Gage. The Aldrich bill, I think it will be clear enough from 
what I have said, I have no sjnnpathy with at all. I do not think 
it is curative. I do not think it is curative of our evils. At best it 
is a patch or a panacea, if it even be a panacea, which once in ten 
years may be availed of when the countrv is in a condition of intense 
panic, and when many of the evils of the panic are developing and 
existing, and it may not be effective then. In the meantime, if 
adopted, it probably puts us to sleep. It is a gentle narcotic that 
woos the community into a false repose, I think, from which we will 
suffer many a nightmare, from whicn we will awaken at last in trouble 
and real agony. 

Now, in contradistinction to that measure, there is this bill, which, 
as I said a Uttle while ago, reaches to the foundation of things and it 
eliminates two of the artificialities which I referred to as olocking 
the road to reform. It eUminates gradually, or at an early period of 
time, the legal-tender notes without expense to the Government, 
through a tax upon circulation — but vou are all familiar with the 
bill and I shall not particularize much about it. It forms a fund 
which will be appUed without cost to the Government, to convert 
those $346,000,000 of greenbacks against which $150,000,000 of gold 
now rests, into gold certificates, and especially it operates to put in 
the foundation of our bank credit the only foundation that can 
properly be used there under our present standard, viz, gold. It 
eliminates and takes out of existence the present national bank note 
currency. It operates, if it is to become a law, to impound the 
present United States 2 per cent bonds, amounting to about $700,- 
000,000, in such a way that they would never be competitive with a 
new Government loan in the case of a foreign or domestic war. 

Thus the Government would face a situation then, with this law 
operating and established essentially and radically different from 
what it occupies now, manifestly stronger. It would have xio com- 
plications by reason of a demand debt of $346,000,000, and it would 
withdraw it entirely as a guarantor — as a guarantor of bank notes. 
Therefore it would manifestly strengthen the Government and elimi- 
nate it as an obstacle from the free operation of the banking and cur- 
rency principle which is sought to be established by this bill. 

It does more. The measure operates to coordiuate the banks of 
this country and take awav that tendency in a time of strain to repel 
each other, each one grabbing for its own life, for, if you remember, 
the bill divides the country into twenty districts, and it affiliates those 
banks in a way together by making each one of them redeem its own 
circulating notes at a given convenient city. It establishes a govern- 
ment over these local institutions by a body elected by themselves, 
consisting undoubtedly of the men of intelHgence, power, and strength 
in the respective banking districts. It causes them to appoint a man, 
well paid, selected with reference to his endowment, whose business it 
will be to examine and inspect and report to the local government of 
that district the conditions and methods of business, the personal 
characteristics and qualifications of those who administer in that 
important field. It puts upon the banks of this district a penalty for 
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a lack of fidelity and faithfulness in doing its work, because it requires 
that particular district to fiunish 20 per cent of the loss occasioned to 
depositors or note holders by any bank in the district. 

The Chairman. Ten per cent. 

Mr. Gage. Ten per cent. I always think of this as 20 per cent, 
because I think it should be 20. It puts them under a penalty of 10 
per cent for default to the creditors of any one of their number, and 
makes them share aUke with all the rest of the banks in the country 
for the diflFerence of 80 per cent. These representatives of these dis- 
tricts, 20 or 10 — and I am going to say 20, you can call it 10 if you 
want to — meet together under the terms of the bill from vanous 
parts of the country twice a year 

The Chairman. It ought to be four times. 

Mr. Gage. Well, they meet occasionally at stated periods. These 
agents who are the administrative officers of these centers are sup- 
posed to have imparted to them the powers that exist in a deputy 
controller. Under the jurisdiction of the controller himself these 
representatives are acquainted thoroughly with the methods and 
aaministrations of these various districts and the working of the 
machinery of the banking meet together and compare notes. Would 
not it be a most useful source from which to denVe accurate knowl- 
edge and get information as to what was required in the way of reform 
and improvement of this method, that method, or the other method 
in diflFerent districts of the country? It certainly would. 

The stumbling-block in the bill to most everybody, at first blush, 
is the guaranty of deposits. It stumbled me. I feli right down 
over that. I said never, never; no, that won't do. You are not 
going to make a black man as good as a white man by just washing 
him. But I reflected on this. I studied this bill, and I am per- 
suaded that it is just, equitable, wise, and right that the creditors of 
the banks which come under the provisions of this bill will have their 
deposits guaranteed to them as will be the bank's circulating notes held 
by the general pubHc. The nature of the obligation from the bank 
is exactly the same in principle whether evidenced by a pass book or 
by the bank's notes in the form of circulating money; there is no 
difference in the principle. It may be argued that the man deposit- 
ing had the right of selection, and he acted upon his own volition, 
but when he took the note he was under coercion. There is a cer- 
tain plausibility in the argument, but where there is only one or two 
banks, or only three banlS, there is not much right of choice when a 
man is under coercion of a business necessity. 

The provision for the redemption of notes under this bill seems to 
me to be scientific, complete, and effective in that it provides out of 
a general fund the expenses incidental to sending the notes from the 
place where they may be held, to the place of redemption, and if you 
were a banker you would understand now restraining it is to pay 50 
cents or 75 cents or $1 thousand express charges on the money that you 
want to have redeemed. Some pressure must come before they will 
do it. The bill puts the cost upon the issuing bank of express charges 
if it gets its notes out to distant points. 

It forbids under heavy penalty the counting of a dollar of credit 
notes to be issued under this bill, as a part of a bank's reserves. 

And it does another very important thing, in my estimation. It 
will draw into the banks some five or six hundred mil lions of dollars 
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of reserve money to strengthen the volume of liabilities that now 
exist in the banks of the ( ountry as a whole — State and national — 
without giving any additional power to expand. And when you 
think of the many banks in this country operating with reserves of 
6 or 7 per cent only^ you see how weak the foundation of the great 
credit structure is on which we are resting. 

Now, I hav e told you a little story of my experience and how I 
came to look at things this way. I think that the gentlemen who 
will follow me will give vou some scientific reasons upon the subject 
that I have not indulged, in. 

But if I were in a bank, clothed with the responsibility, which, 
thank God, I am now free from — for it is a great responsibility to a 
man who appreciates it and carries it — if i had the responsibilitv 
upon me, ana haunted by the fear, as I always have been haunted, 
that by some concatenation of circumstances I might go to ruin 
and default, by so much destroying the general welfare and causing 
loss to my depositors, if I desired as I should to promote conserva- 
tism in the methods of banking, if I wanted to bring them back to 
the exercise of their natural function, viz, to the exchange of its credit, 
I would, as a banker, ask to come imder the provisions of this act 
and I would look with dread and apprehension if the bill offered in 
the Senate should become a law, for if adopted the curative work 
which can now be accomplished, or at any rate undertaken, under 
this bill would not be possible. 

Now, it seems to me that this is the critical hour. As I said in 
the beginning, I believe we have approached in our industrial and 
commercial liife a crisis — a crisis in our legislative function in its rela- 
tion to banking and currency. We are not in a political panic, and 
we do not want to get into any. We want to look at the tning from 
the fundamental principles and the law of true economics, and to 
be governed by wisdom and without prejudice, and to do our duty 
as we are able to see our duty. 

Now, I have talked too much, and if you want to ask me any ques- 
tions, go ahead. 

Mr. Weeks. I would like to ask a question. If you were presi- 
dent of the First National Bank of Chicago, and the Aldricn bill 
passes, would you buy bonds with the possibility that you might 
want to use them, or would you wait until the time came and tnen 
depend on purchasing them? 

Mr. Gage. In the case of the First National Bank of Chicago I 
should not buy any, because they have got too many now. They 
have got an overstock. If I were in a country bank, if I may step 
aside rrom the particular case of the First National Bank, if I were 
in a country bank where I stood pretty close to the producers, where 
the goods of commerce originateo, small factories, and where capital 
is scarce, and where my function as a banker was necessary to the 
welfare, industry, and happiness of that locality, I would take my 
chances on going broke before I would take $100,000, if you please, 
if that was my proportion of this supposed relief, and tie it up in 
bonds, thus leaving my constituents without the facilities I can now 
furnish them and so taking from them the use of my banking power 
for an indefinite period of time. 

Mr. Weeks. This is a pretty practical proposition. The people of 
this country are satisfied that the circulation now existing is good. 
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What does happen, and what will happen, probably more and more — 
it may not always happen — but a few months a^o, perhaps two years 
ago, there was an institution in Chicago, the Chicago National Bank^ 
of which Mr. Walsh was president. It had been in business many 
years. The agency of the Government had been looking at stat^ 
periods into its assets, and for a long time he had been violating 
every law pretty nearly and Mr. Walsh had been advised by let- 
ters written to him, which he had respectfully answered and had 
gone on just the same. But a crisis was finally reached when it came 
to the knowledge of the Chicago banks and th6 Clearing House Asso- 
ciation, of which he was a member, that Walsh's affairs were terribly 
mixed up and he was in a ^^bad way." 

I think it crept out from the Comptroller's office, or he felt a little 
weak and sent somebody to take hold of it, and the clearing-hoxise 
committee of a Saturday night went over and demanded of Walsh 
a look at his assets, a demand he could hardly resist, since the Comp- 
troller's authority was on top if he did not respond. They examined 
them and they found this situation: He owed $27,000,000. He had 
the highest credit. He had city and coimty funds, park funds, State 
funds and other funds, and the more intelUgent of the bankers 
who looked over the assets hurriedly knew that there would prob- 
ably be a loss if they took over his assets and assumed his Uabiuties, 
but they thought it would not do to allow that bank, in the fair, 
open sunlight of day, going on and doing business and accumulating 
these large UabiUties imder the auspices of the Government, to fall 
down and fail to pay and thus make an explosion in the financial 
world; so with the advice of some of the best business men in Chicago, 
among them Marshall Fieldf having got from the directors all me 
pledges they could get from them and the turning over of all the col- 
lateral from the directors they, could get them to turn over, they 
took over from the bank the wnole '* caboodle" of assets and assumed 
and paid with no delay the UabiUties of the Chicago National Bank. 

They did that imder the worst kind of circumstances, viz, where 
there nad been years and years of business which they had no ability 
to ascertain or find out about, they thought it was for their intereste 
to guaratee the deposits of John Walsh, with the absolute certainty 
of loss^ and if you want to buy the claims of some of those banks at 
a considerable discoimt I wiU agree to negotiate them for you. Well, 
they learned a lesson, and they adopted another principle, a prin- 
ciple provided for in this bill. By the vote and the voluntary com- 
pliance by all the members of the Clearing House Association, they 
authorized the clearing house at any time and at stated periods to 
act upon its own volition and on its own account and for the infor- 
mation of the clearing-house committee itself to have a fuU, complete, 
and comprehensive investigation of each member of the association, 
and not only of each member but of every institution that carries the 
name of baiik over it that is cleared or represented in the clearing 
house by a clearing-house bank, and I can tell jon as a safe prophecy, 
that we are at the end of disastrous failures in the city or Cnica&o 
by clearing-house banks since this regime has come in. I am told 
that Kansas City has the same thing. And other cities will eventually * 
adopt it. 

Tne Chairman. And at St. Louis. 
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Mr. Gage. Now. they are doing as Saint Paul says, without the 
knowledge of the law as it is required by the law; they are under 
grace, or something like that. But the law ought not to create so 
very much. It ought to discover and recognize and sanction. Men 
who have lived in a free state for a long time work out those rules and 
plans of action between themselves which are perhaps on the whole 
the best for them. These when just should be sanctioned by the law 
and made universal. 

But what I have just referred to as the Chicago National Bank is 
not extreme. They hung a man in Baltimore many years ago. He 
was a banker and failed, and they hung him to a lamp-post^ and I don't 
think there has been any bank failures in Baltimore smce. They 
cooperate and talk each other over and see to each other before they 
fail. Under this bill they will see to each other before they fail. 

Mr. Weeks. Don't you think that it is the fault of the Govern- 
ment that the condition existed that did exist in the Chicago 
National Bank? 

Mr. Gage. Why, yes, you might say so, but the Government is 
impersonal and its agencies are perfunctory; they are human- and 
the law is not very thorough. The Comptroller can under the law, I 
bfeUeve, have a national bank go under a receiver provided that they 
fail to pay one of their circulating notes and it goes to protest. 1 
think if a bank goes under its reserve for thirty days and fails to 
make good, after being notified by the Comptroller, if I remember 
right— -I am a little rusty — an appUcation might be made for a 
receiver. He can ruin any bank if he has a mind to, by having his 
examiner take possession of it, but I do not know of any law for it. 

The Chairman. With reference to Mr. Walsh's banking connec- 
tions in Chicago, is it not true that he had under his administration 
two other banks than the Chicago National, and it was through the 
manipulation of the assets of those banks that he was able to bor- 
row — how much from the three banks? 

Mr. Gage. I think about five or six millions. He had an institu- 
tion incorporated under the law, with a beautiful name, the Equitable, 
a fine name — the Equitable Trust Company — and in that he gathered 
money which the Chicago National Bank knew how to use, or rather, 
Mr. Walsh, in constructing certain railroads. He had another insti- 
tution to gather money, called the Home Savings Bank, I think, and 
what they gathered in were contributing elements of strength like- 
wise to the Chicago National Bank. 

Mr. Waldo. There is another question I would like to ask, and 
that is, whether the gold reserve of any bank ought not to be kept 
in the vault of the bank instead of being deposited in some other 
bank, where a part of it may bemoaned under the present law, and I 
think imder this bill. 

Mr. Gage. This bill strengthens that in the maimer that I speak 
of, and I would answer your question that we allow too much of the 
reservation to lie at rest in tne hands of some other bank; but a 
portion of the reserve might thus lie in a system that was well estab- 
lished and perfected. 

Mr. Waldo. And it is true, isn^t it, imder the present law, that the 
money that is deposited in central reserve cities can be loaned up to 
75 per cent? 

Mr. Gage. Yes. 
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Mr. Waldo. So that when the reserve is not with the bank that 
owns it, there is but 25 per cent that is in actual existence? 

Mr. Gaqe. That is rignt, and that is what causes, with the annual 
returning crop movement, a crisis and a threatened panic in Wall street 
year after year — that, and because there is no system of credit cur- 
rency which is held in reserve from which to distribute the credit in 
whatever manner it should be distributed. 

Mr. Waldo. The amount of reserve that is held in New York City 
at the only times when it is needed in the coimtry is small — between 
two and three hundred milUons. 

Mr. Gage. More than that; between three and four. 

Mr. Waldo. So that in the fall, when that is needed by the country, 
saying it is four hundred miUions, there is only actually in existence 
in New York one hundred millions out of the four himdred? 

Mr. Gage. That forms the reserve for that four himdred; yes. 

Mr. Waldo. So that the banks of the country that are supposed 
to have four hundred milUons of reserve as a matter of fact only 
have one himdred miUions in actual existence. 

Mr. Gillespie. I imderstand that you consider one of the virtues 
of the Fowler bill — that is, it requires the banks to carry a gold 
reserve ? 

Mr. Gage. Yes. 

Mr. Gillespie. But the bill says that it may be carried in gold 
or its equivalent. 

Mr. GrAGE. Yes. 

Mr. Gillespie. How would you interpret ''its equivalent?'' 

Mr. Gage. I would interpret the ''equivalent'' at the present as 
legal-tender notes. I would interpret as another equivalent silver 
certificates. The silver certificate we have with us — and we can not 
run away from that — it is a pity, it is a pity, because when the coun- 
try is strong in metallic money we not only have the bulk of the re- 
sources of the banks, but they will have distributed in active circula- 
tion through the people a considerable volume of gold or other 
standard money which, when the time of liquidation comes and the 
outward movement sets in, may to a degree be drawn and some 
substitute made in place thereof to the great benefit of the country 
and the Government. 

Now, six hundred miUions is a pretty large volume when it is in 
silver certificates. It is in the hands of the people largely, and as long 
as it circulates there it will not endanger the Government guaranty 
for a parity. You have got to have a guard for it, and so far the 
field of circulation has been given the preference to silver certificates 
in the case of one and two and possibly five dollar notes, so that 
money absolutely in men's pockets will absorb substantially the sil- 
ver certificates, and then they will not be in the bank reserves. 

Mr. Gillespie. Under that construction of those words it would 
also practically cover every form of currency that we have. Our 
bank notes are indirectly convertible into gold. We can take them 
and get the gold on them. If jrou are going to allow the banks to 
keep gold or its equivalent, and if you interpret the present kinds of 
currency in existence the equivalent of the gold dollar, wouldn't a 
bank be authorized to keep any of the present form of currency in its 
reserve as well as gold? 
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Mr. Gage. That could be best answered by the language of the bill 
itself. 

Mr. Gillespie. It is in just these words/'gold or its equivalent/' 
all the way through. 

Mr. Hayes. Mr. Gillespie's point is that bank notes secured by 
bonds as at present rest ultimately upon the Treasury of the United 
States for redemption. 

Mr. Waldo. Another point: This bill provides that this board of 
managers in the. respective redemption districts, except savings 
banks and trust companies, may fix the rate of interest that these 
institutions shall charge and i^stroy competition between them. 
Now, do vou think that is a wise provision, just that feature — that 
this board should have the right to fix the rate of interest? 

Mr. Gage. I think it is a wise provision and a necessary one; yes. 

Mr. Waldo. It would destroy competition between these institu- 
tions. 

Mr. Gage. In that form, yes. 

Mr. Waldo. That would leave loans to be placed whether they 
were good or not, instead of upon how much bonus or interest they 
would pay? 

Mr. Gage. Yes. 

Mr. Waldo. It would be an element to do away with bad loans? 

Mr. Gage. I think so. 

The Chairman. There is one more question that I would Hke to 
ask, Mr. Gage. Do you think that this guaranteeing of deposits would 
lead to unsound banking? 

Mr. Gage. No, sir. 1 think the fact that under your bill there 
would be a penalty for neglect of inspection, and that there would be 
the machinery for inspection, would lead to sound banking. The only 
restraint upon the bank officer really is the fear of loss, not to his 
depositors but to his stockholders. That fear and restraint would be 
as operative under your bill as it is now, and the influence of the inspec- 
tions and the restrictions that would be formulated by these associates 
who have to bear part of the risk- that that man takes if he goes wrong 
is a pretty good insurance that he will go right, and if he goes right he 
will go in conformity with the principles of good banking instead of 
going loose Uke a wild horse on the prairie. 

Mr. Crawford. What do you say produced this panic? 

Mr. Gage. It would take about five minutes to tell you that. 

Mr. Crawford. Take the time. 

Mr. Gage. This, I think, is the true story of it. I spoke a little 
while ago about the abiUty of the banks with the present system of 
currency, with national bank notes to aid them to get in reserve 
money and expand their loans and discounts on that basis. This 
went on, and the loans were based not on commercial assets nor put 
out in the interqgts of industry or commerce; they .were put out to 
carry fixed forms of securities either in the form of stocks or long- 
time bonds, and the percentage of loans on these kinds of securities 
last named, the percentage in proportion, has constantly grown. I 
hope some of the gentlemen wno succeed me will give the fiigures. 
Now, the banks in New York and the great centers had the theory 
that they were the best securities in the world for a bank to loan 
upon. 
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If they had margin enough upon these securities, it did not niake 
much difference about the quality of the borrower, as they could at 
any time take those securities in the market in the stock exchange 
and sell them and realize the money on them. They forgot that tne 
banks had all the money all the time, and that there never was any 
stock of money to be got from the street; they forgot that when 
everybody are sellers under the necessity of contraction there can 
be no buyers. They forgot that in undertaking to realize upon tliis 
class of securities beyond a certain point ihej would simply ruin tlie 
quaUty of the collaterals which remained behind that they could not 
market, and they had to draw a line where they had to stop and rest. 

That was the situation that was found in the close of the year 1907, 
viz, extended loans, narrow resources, and a great volume of long- 
time obligations, which ordinarily would be taken over by the in- 
vestor, who is the man that ought to have them, for he is the man 
who has the funds to invest in long-time securities, not the man or the 
institution that owes money on demand. Anticipating the future 
and encouraged by the fluency and activity of things, the banks took 
on as intermediaries between the purchasers of these securities, the 
investors in these securities, an enormous quantity of these stocks 
and bonds, which they held in the faith that they would run off on the 
other side into the investors' hands, and the value would be recov- 
ered in the bank, and fresh securities of a similar kind taken on. 

Now, as in every fall, the crop movement came, the best we ever 
had in many respects, and the banks in New York, as my friend over 
here said, owed between three and four hundred millions of dollars 
to the interior banks, and the necessities of the occasion compelled the 
banks in the interior to make their natural and just requests upon 
the central banks for something to ^'move the crops. *' Of course, in 
the absence of any currency system of the credit kind the banjcs had 
no power to help themselves by issuing their notes — I mean the banks 
outlying all over the country — ^neither had the New York banks any 
power to convert their obHgations, as evidenced by their books, into 
note obligations which they might send out, and which, if used, would 
answer the purpose perfectly well. No; they were obliged to take 
the cash reserve money on which the local credit structure four times 
as high rested. Every dollar pulled from the reserve to furnish this 
temporary use in the country helped to puU the foundation out from 
imder the structure. 

Now, there were other elements of destruction. I will not enumer- 
ate them. There had been many loud voices of denunciation from 
many quarters, and they had scared the investor. He did not want 
to buy at that time, and the banks, moved by a natural instinct to 
strengthen their position for the outward movement, called upon their 
borrowers, carrying these securities for payment, and these borrowers 
tried to pay, they tried to pay by selling their securities, but the 
investor was not there, he was afraid. Other bank§ were not in any 
better position because they were all in the same position, substan- 
tially, m relation to the country. 

The downward decline of these securities under this pressure in 
the stock market is well known. The banks in the country had also 
learned that on three separate occasions their balances in New York 
had suddenly been tied up, and when they telegraphed for naoney 
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that was due them they got wires back sajdng, ^^ We are not sending 
currency.'' They had been embarrassed and choked and garroted 
on three or four occasions in previous times. They learned some- 
thing by experience, undoubtedly— human nature will. 

There was a crisis, and the banks of the country did not wish to 
be again surprised, and they telegraphed to the New York banks 
for money that they did not need, anticipating if they did not get it 
then they might not get it at all; that aggravated the situation, and 
the next time it will be worse than it is now. They have learned 
. the lesson more deeply and better. Then was witnessed also the 
troubles of the Knickerbocker Trust Company, which I know had 
been looked upon with distrust by the city financial institutions in 
New York, but they had not power to do anything; they had no 
personal knowledge, but only instinct, but with a certain behef in 
their minds that if a crisis ever came the Knickerbocker would be a 
comphcating factor in the situation. 

I was told two years ago by men who knew in a general way about 
it, but they had no power, they could not slander their neighbors, 
they could not use what they knew intuitively, with no evidence. 
The Knickerbocker, with 5 or 6 per cent of resources, waved the flag 
of distress, and what was a crisis and a developing crisis scared the 
savings banks. The savings banks have a natural pride in meeting 
the requests of what they call their customers and tney undoubtedly 
drew large amounts of money which they usually kept on deposit 
with New York banks into their own coffers. How much I do not 
know. It would be interesting if somebody did know. That and 
the newspapers and the action of the banks in the country scared 
the banks and put them to considering the necessity of protecting 
themselves, as they had before, by shutting down and refusing pay- 
ment, and that was a panic. Then it was a panic. 

Well, what did they accompUsh by the clearing-house certificates? 
They do provide means for liquidation to each other, and thus pass 
the burdens back and forth according to their respective strengtn as 
developed in the clearing house. By shutting down and refusing 
to pay, but compelling liquidation to them from those who owed 
them, merchants and manufacturers against whom they held a claim, 
they strengthened themselves, canceled the clearing-house certificates 
ana resumed. I think that is a fair sketch of the causes of the 
panic. 

Mr. Waldo. I move that a vote of thanks by the committee be 
tendered Mr. Gage. 

Motion seconded and carried unanimously by a rising vote. 

(Thereupon the committee took a recess until 2.30 o'clock p. m.) 
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IN THE HOUSE OF REPRESENTATIVES. 

January 8, 1908. 

Mr. Fowler introduced the following bill, which was referred to the 
Committee on Banking and Currency and ordered to be printed. 

[Omit the part struck through and insert the part printed in italics.] 

A BILL To establish a simple and scientific monetary system, founded upon gold, 
guaranteed bank notes, and silver, with uniform banking and bank reserves in gold 
coin or its equivalent; to guarantee all deposits and note issues; and to fix certain 
rules and r^ulations whereby the financial operations of the Government shall 
cease to be a disturbing factor in our trade and commerce. 

Be it enacted hy the Senate and House of Representatives of the United 
States of America in Congress assemiled^ That upon the passage of this 
Act the Comptroller of the Currency shall immediately proceed to des- 
ignate such cities in the United States, including the District of Colum 
bia, Arizona, and Now Mexico, for the location of bank note rcdomp 
tion agencies, numbering them consecutively, as will - practically bring 
every national banking association within twenty four hours of somo 
one of such agencies: Provided, however. That the twenty four hour 
rule shall only apply where the railroad facilities arc good and that the 
number of such agencies shall not exceed the requirement of bringing 
all national banks practically within twenty four hours of some one of 
such agencies not exceeding tv^enty in nuinoer^for the location of hank- 
note redemption agencies^ numiering them consecutively as shall hest 
accommodate and serve the hanking business of the country. 

Sec. 2. That within thirty days after the designation of the cities 
for the location of the bank-note redemption agencies, every national 
bank, with the approval of the Comptroller of the Currency, shall 
select one of the cities so designated as the place for its bank-note 
redemption agency, and thereupon the Comptroller of the Currency 
shall notify all the national banks to meet at their respective bank- 
note redemption agency cities on a given day, and at a designated 
place, for the purpose of organizing the several bank-note redemption 
agencies. Each bank shall- be entitled to only one vote, which shall 
be cast by an officer of the bank who has been duly authorized by a 
vote of the board of directors thereof, such authorization to he evi- 
denced in yyriting and under the seal of said hank. 

Sec. 3. That the association of all the national banks clearing or 
redeeming their notes at any one of the cities so designated shall be 
known as ''The [insert number] Bank-note Redemption District." 

Sec. 1. That all the national banks of each of the bank note redemp 
tion districts so constituted s hall organize themselves into an associa 
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tion to bo known aa ^^Tho [inaort numbor] Bank noto Bcdcmption 
District ^^ by olooting a board of managora oonsisting of seven mem 
bors, who shall servo, aooording to the number oi votes roccivcd, 
ro s pootivoly, for seven, six, five, four, three, two, and one years, and 
by adopting a set of by laws for the proper coriduot of their business. 

Sec. -4. That all the national hanks of each of the hank-note redemp- 
tion districts^ so constituted^ shall organize themselves into an assoda- 
tion to he known as '* The hank-note redemption district ^'^ hy elect- 

ing a hoard of managers consisting of eight rnemhers^ who shall serve 
as follows: 

Two of the msmhers shall serve for one year; two of the m.einhers 
shall serve for two years; two of the memhers shall serve for three 
years; and two of the memhers shall serve for four years. 

Sbo. 6. That every year thereafter on the - first Monday in May all 
the national banl^ of each of the bank note redemption districts af ore 
said shall elect one member to it s board of managers to succeed to the 
vacancy caused by the expiration of the term of the retiring member, 
and such newly elected member shall serve for a period of seven years. 
In case a vacancy occurs in said board of managers by death or rosig 
nation the board of manager s shall fill the samo until the next annual 
eleetion, when some one shall be elected to fill the unexpired term. 
In the election of all members to the board of managers each bank 
shall vote as prescribed in section two of this Act. 

The 71} embers so elected shall thereupon determine hy lot lohat the 
length of service of each memher shall he^ and they shall adopt rules 
for the proper conduct of their husiness. 

Sec. 5. That evet^y year thereafter on the first Monday in May all 
the national hanks of each of the hank-note redemption districts shall 
elect two memhers to its hoard of managers to succeed to the vacancies 
caused hy the expiration of the term of the retiring memhei^s., and such 
newly -elected memhers shall serve for a term of four years. In case a 
vacancy^ occurs in said hoard of managers from> any other cause than of 
the expiration of the term of office the hoard of managers shall fill the 
same until the next annual election., when some one shall he elected to fill 
the unexpired term. In the election of all memhers to fill vacancies in 
the hoard of managers each hank shall vote as preserihed in section two 
of this Act. 

After any member of said hoard of manaxjers shall have served a full 
term of four years he shall he ineligible for reelection until he has heen 
out of office for at least one year. 

Sbo. 6. That the board of managers of each bank note redemption 
di s trict, so selected, s hall appoint one of their number to act as cnair 
man for the ensuing year, who s hall thereupon become a deputy comp 
troller of the currency, and s hall give his entire time to the bank note 
redemption district, and shall receive as' compensation therefor six 
thousand dollar s per annum, payable five hundred dollars monthly; 
and in case of any bank failure in hia bank note redemption district 
the ohairman of said board of managers s hall aet as receiver thereof 
without any additional compensation therefor. 

Sec, 6. That the hoard of manaaers.^ elected as prescrihed in sections 
four andfive^ shall on the first Monday of June in each year select a 
ninth memiber., v)ho shall thereupon hecome a deputy comptroller of the 
currency and shall act as chairman of said hoard of managers. He 
shall give his entire time to the duties of his offixie and shall serve for 
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one year; and his compensation there'^or shall he six thousand dollars 
per annum^ payable in monthly installments. The hoard of managers^ 
however, may increase said salary, jyrovided that such increase he author- 
ized hy the redemption district at its annual meeting and assessed pro 
rata upon capital and surplus of all the hanks embraced therein. 

In case of a hank failure vn any hank-note redemption district, a 
receiver of the failed bank shall he appointed hy the hoard of manaaers 
thereof who shall determine the compensation of said receiver, which 
shall be a fixed salary paid from the assets of the failed hank, except 
where the deputy comptroller is appointed as receiver, when no addi- 
tional compensation shall he allowed. 

Vacancies in said hoard of managers may occur hy death^ expulsion^ 
or resignation; and shall occur whenever a member of tJie hoard of 
managers shall he a director or officer of a suspended, insolvent.^ or 
failed hank; or when a member shall have been absent from three con- 
secutive regidar monthly meetings of the hoard of managers, unless said 
absent member shall, previous to such absence, have applied for and 
received hy resolution of the board of managers a leave of absence for a 
longer definite term^ which shall not exceed six months. 

Sec. 7. That each chairman of a board of managers, subject to the 
direction of the board, shall suooccd to have all tne authority of the 
Comptroller of the Currency so far as the supervision of the banks in 
his particular bank-note redemption district is concerned, and all the 
decisions of the courts affecting the office of the Comptroller of the 
Currency shall be applicable to the conduct of the chairman of the 
respective bank-note redemption districts. But for the purpose of 
securing a uniform system of bank reports, all the national banks shall 
make reports to the Comptroller of the Currency as now provided by 
law. 

Sec. 8. That five members of said board of managers shall consti- 
tute a quorum to do business. 

Sec. 9. That each board of managers so selected shall have entire 
and sole charge of the organization and conduct of its bank-note 
redemption agency, and without the suggestion or consultation with 
the Comptroller of the Currency, shall select and direct such a num- 
ber of bank examiners as the board may from time to time deem 
reauisite for the proper supervision of the national banks within its 
redemption district; and thereafter all bank examinations under the 
direction of the Comptroller of the Currency shall cease, except when 
in his judgment the public interests demand a special examination, 
which shall be conducted under his direction. 

All compensations paid to the examiners in the several redemption 
districts shall he in the form of stated salaries, and shall be home equally 
share and share alike by the respective redemption districts and out of 
the general gtmranty fund. 

Sec. 10. That each board of managers of the several bank-note 
redemption districts shall meet at least once every month throughout 
the year at its respective bank-note redemption agency. The day of 
said monthly meeting shall be the second Thursday in every month, 
unless the board of managers shall, by vote, select some other day. 

And the compensation to be paid to each rnember of said board, except 
to the chairman thereof, shall be ten dollars for each meeting. 

Sec. 11. That upon the completion of the organizations of the sev- 
eml bank-note redemption districts, as hereinbefore provided, any 
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national bank may retire all or any part of its present bond-secured 
note circulation by depositing with the United States Treasurer an 
amount of the present bond-secured notes ft»d or of lawful money or 
hoth^ which , together, will be equal to it s entire circulation now out 
s tanding, the amount of its drciUation so retired and may thereupon, 
with the approval of the Comptroller of the Currency^ take out for issue 
and circulation an amount of bank notes, which shall be known as 
" national bank guoronteod credit notes," equal to an amount not to 
exceed its paid-up and unimpaired capital without depositing United 
States bonds to secure the payment thereof as now provided by law: 
Provided^ however^ That before any national bank shall have the right 
to retire its present bond-secured circulation and take out " national 
bank guaranteed credit notes," as in this section prescribed, it shall 
first, unless located in its redemption city, make arrangements with a 
national bank which is located in its redemption city for the redemp- 
tion of its bank notes in gold coin or its equivalent other lawful moxiey\ 
and shall deposit in gold coin or it s equivalent other lawful money ^ 
with the Treasurer of the United States an amount of money equal to 
five per centum of its average deposits during the preceding calendar 
six months, and in addition thereto an amount equal to five per centum 
of the ''national bank guaranteed credit notes" it proposes to take 
out for issue and circulation. 

Sec. 12. That any national bank desiring to take out for issue and 
circulation an amount of "national bank g uaranteed credit notes" in 
excess of its paid-up capital may do so, to an amount not to exceed one 
hundred per centum of itn unimpaired capital stocky provided the 
board of managers of the bank-note redemption agency to which it 
belongs first gives its approval thereto; that any national hank organ- 
ized after the passage of this Act shall nave all the rights and privileges 
granted hy this Act^ and shall he suhject to all theprovimons thereof 

Sec. 13. That the ''national bank guaranteed credit notes" referred 
to in the two preceding sections shall be printed upon paper with 
green background or effect, and shall bear these words: "National 
bank guaranteed credit note. Will be redeemed upon demand over its 

own counter by the National Bank in gold coin or its equivalent 

other lawfid money. The payment of this note is guaranteed by a 
fund deposited with the Treasurer of the United Stetes," and such 
other words as the Comptroller of the Currency may approve. 

Sec. 14. That thereafter every national bank shall have upon deposit, 
upon the tenth days of January and July each year, with the Treasurer 
of the United States, an amount of gold coin or its equivalent other 
lawful money ^ equal to five per centum of its average deposits during 
the preceding calendar six months and five per centum of its " national 
bank guaranteed credit notes" taken out for issue and circulation. 

Sec. 15. That as soon as the amount of money deposited by the 
national banks with the Treasurer of the United States as aforesaid 
shall reach the sum of twenty-five million dollart^, all the bonds now 
deposited by national banks to secure Government deposits shall be 
returned to the respective banks to which they belong, and from and 
after that date any national bank holding a (jrovernment deposit shall 
pay interest thereon to the Treasurer of the United States at the rate 
of two per centum per annum, and the said interest so received shall he 
paid into the Division of Redemption of Trust Funds in the Treasury 
a/nd United States notes of an equal amount shall he retired and can- 
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celed and gold certificates issued therefor^ asj^ovided in section thirty- 
five of this Act. tho samo boing The said interest shall J>e payable as 
follows: One per centum on the first days of January and July in each 
year on the average balance during the preceding six months, said 
deposits shall he equitably distrihutea as hereinafter provided. 

Sec. 16. That any national bank which has taken out '' national 
bank guaranteed credit notes" for issue and circulation, in accordance 
with section eleven of this Act, shall pay to the Treasurer of the 
United States, on the first days of January and July of each year, one 
per centum upon the average amount of notes in actual circulation 
during the preceding six months. 

Sec. 17. That the five per centum of all deposits so deposited with 
the United States Treasurer, the five per centum of all note issues so 
deposited with the United States Treasurer, tho interest paid by tho 
national banks upon United States Govornmont doposito to tho Trcas 
urop of tho Unitod States, and the two per centum paid to the Treas- 
urer of the United States upon the '^ national bank guaranteed credit 
notes" in circulation shall constitute a common or general guaranty 
fund for the following uses and purposes, namely: To guarantee the 
payment of all individual deposits, all bank notes, all bank deposits, 
and all Government deposits without discrimination or preference, and 
to pay all the expenses incurred in any way in properly conducting 
and maintaining tne several " bank-note redemption agencies," incluo- 
ing the charges for the transmission of bank notes by any national 
bank to its ''bank-note redemption agency," and all expenses of what- 
soever kind incurred in the examinations of the banks of the respective 
" bank-note redemption districts," except om provided in section nine 
of this Act and all the expenses incurred by the members of the 
respective boards of managers in the performance of their official 
duties. 

Sec. 18. That primarily, and for tho time boing, eighty per centum 
of tho said guaranty fund shall bo invested in Unitod States Govern 
mont bonds, bearing two per oontum inter est; — In purchasing said 
bonds a first prof oronco shall bo givon to tho bonds now deposited by 
national bank s with tho Unitod Statos to soouro tho payment of tho 
bank notes now outstanding, tho price in all such cases to bo tho prioo 
paid by tho respective banks for tho particular bonds now hold by 
thom ^ — Second prof oronco shall bo givon to tho United Statos two pop 
centum bonds, if any wore purchased in good faith and are now hold 
as security for tho Unitod Statos Government deposits. — No purchases 
of bonds made by any national bank after January first, ninotooa 
hundred and eight,. shall bo recognized as bona fide. 

Sec. 18. That the Comptroller and the said deputy comptrollers^ tJhe 
chai/rmen of the several hoards of managers of the ^^ bank-note redemp- 
tion districts^'^ shall have the direction and control of the guaranty 
fund., for the uses and purposes for vjhich it is created; that they shall 
purchase said two per centum honds^ fi'f^st^ from, the hanks that ha/ve 
them deposited to secure circulation^ paying therefor one hundred and 
four^ and accrued interest: Provided^ That if more honds a/re offered 
than there are funds available for purchase there shall he taken a pro 
rata proportion of such offerings., under such rules and regulations as 
muyoe adopted h/ the Cmnptroller and the several hoards of managers; 
and after all said two per centum honds thus held hy the hanks are pur- 
chased^ then all othet^ of said txoo per centu/m honds which the owners 



» 



86 SCIENTIFIC BANKING SYSTEM. 

desire to sell shall he purchased^ ^roin time to thne at said price^ rme 
hundred and four arid accrued interest^ in the ordei* offered. 

S iJX). 10. Thftt tho bftlanoo, or rcmftining ono fifth of the oftid guar 
onty fund at loftot, shftll bo kopt in oftoh ftnd dopoaitod with tho vftrioufl 
bank noto rodomption agonoioe of nationtil bangs looatod in bank noto 
rodomption oitio s , for tho purposo of facilitating and offooting tho 
rodomption of national bank notoa. 

Sec. so 19. That said ''national bank guarantood orodit notes, 
issued in accordance with the provisions of this Act, shall be received 
at par in all parts of the United States in pavment of taxes, excises, 
public lands, and all other dues to the Unitecl States, including duties 
on imports, and also for all salaries and other debts and demands owing' 
by the United States to individuals, corporations, and associations 
within the United States, except interest on the public debt, and in 
redemption of the national currency. Said notes shall be received 
upon aeposit and for all purposes of debt and liability by every 
national banking association at par and without charge of whatsoever 
kind. 

Sec. &i W. That any national banking association, situated and doing 
business in a central reserve city, or a reserve city, shall at all times 
have on hand in lawful money of the United States an amount equal to 
at least twenty-five per centum of its " national bank guaranteed orodit 
notes" in circulation; and every other national banking association 
shall at all times have on hand in lawful money of the United States 
an amount equal to at least fifteen per centum of its "national bank 
guaranteed credit notes" in circulation: Pr'ovided^ however^ That any 
national banking association situated and doing business in a reserve 
city may keep seven and one-half per centum, or three-tenths, of its 
reserve in cash deposits in a central reserve city; and that every 
national banking association, situated and doing business outside of a 
central reserve city or a reserve city, may keep four per centum, or 
four-fifteenths, of its lawful money reserve in cash deposits in a cen- 
tral reserve city, or a reserve city. 

Sec. SS 21. That every national bank may count as a part of its 
required reserve the amount it shall have deposited with the United 
States Treasurer in accordance with sections eleven and fourteen of 
this Act, and shall be entitled to receive interest thereon at the rate of 
one per centum per annum, payable annually on the first day of July- 
each succeeding year. 

Sec. ^ 22. That any national bank desiring to wind up its affairs 
and go out of business shall be entitled to receive back its advance 
made to said guaranty fund, less any deductions made because of bank 
failures or expenses incurrea in accordance with the wovisions of sec- 
tion seventeen: Promded^ however.^ That all the liabilities of such bank 
have been paid in full and satisfied, or an amount of lawful money 
equal thereto has been paid into the United States Treasury for that 
purpose, and the Comptroller of the Currency approves the repayment 
of said sum. 

Sec. &4 23. That whenever any bank failure occurs after the first 
day of January, nineteen hundred and nine, ono tenth one-fourth of 
the loss resulting therefrom shall be borne by the banks of the bank- 
note redemption district to which the bank failing belongs, pro rata 
or according to their respective deposits and note issues,^ tne same 
being deducted from the interest due such banks upon their deposits 
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in the guaitinty fund, and the balance, or nine tenths three-fourths of 
the loss, shall be borne by the genei-al or common guaranty fund. 

Sec. ^ ^-4* That from and after the first day of January, nineteen 
hundred and nine, no national bank shall pay out over its counter any 
bond-secured bank note, but shall send the same to its bank-note redemp- 
tion agency, and the bank-note redemption agency shall forward it to the 
United States Treasury for redemption, cancellation, and destruction. 

Sec. ^ 25, That any national bank that shall count any national 
bank guarftntood credit note or notes as a part of its reserve shall pay 
into the said guaranty fund a penalty (tax) of ten per centum per diem 
on the amount so counted, and any national bank that shall after Jan- 
uary first, nineteen hundred and nine, count any bond-secured bank 
note as a part of its reserve shall pay into the said guaranty fund a 
penalty ( tax) of ten per centum per diem upon the amount so counted. 

Sec. S? M. That any national bank that has a paid-up capital of at 
least one hundred -fifty thousand dollars, and has a the surplus of at 
least fifty thousand dollars required hy law,, and has been in business 
at least nve years, may act as guardian, administrator, executor, or 
trustee in accordance with the laws of the State or Territory where 
situated or located, and the reserves required in all such cases shall be 
determined and fixed hj the board of managers of th§ '' bank-note 
redemption district" within which such bank is located. AH such 
accounts shall be kept separate and apart from all other accounts. 

Sec. 2 8 That from and after the passage of this Act any national 
bank may aooopt savings bank accounts; but such accounts shall not 
be subject to cheeky but bo paid out only on book account, and all the 
records and books shall bo kept s eparate and apart from the commer 
oial aooount s of the bank, and the reserves required in all such case s , 
and the interest to be allowed, shall be determined and fixed by the 
board of managers of the ^^bank note redemption district ^^ whore 
s uch bank is loca tedr 

Sec. ^ ^. That all investments made for the benefit of the accounts 
referred to in the two prooeding section s section twenty-seoen shall be 
under such rules and regulations as may be prescribed by the board 
of managers of the respective agencies, subject, however, to any laws 
that the several States may have passed or may pass limiting, deter- 
mining, and prescribing such investments. 

Sec. ^ 28. That from and after the passage of this Act no national 
bank shall pay on any commercial account a higher rate of interest 
than two per centum per annum upon monthly balances. Nor shall 
time certificates be issued payable upon demand for a shorter period 
than three months, and in the rate of interest thereon heinq fixed from 
time to time hy the hoa/rds of manaqers of the respective redemption 
districts. In no case shall a time certificate or a s avings bank account 
be transferred or converted into a commercial account. Nor shall this 
be accomplished in any way directly or indirectly, and any bank that 
violates this section shall pay into the guaranty fund a penalty of ten 
per centum upon the amount so transferred or converted. 

Sec. M 29, That the Comptroller of the Currency and the d^uty 
comptrollers, who are the chairmen of the boards of managers oi the 
respective ''bank-note redemption districts," shall meet at least everv 
six months at such place as the Comptroller shall designate, and such 
regular meetings shall be held on the second Tuesday of April and 
October in each year, unless the Comptroller and the deputy comp- 
trollers by vote select some other day and month. 
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Sec. ^ 30, That the Comptroller shall always act as chairman of 
said meetings and except as herein provided shall continue to exercise 
all the authority and powers now exercised by him. The said deputy 
comptrollers shall report to the Comptroller all violations of law, and 
give him such infonmation from time to time, as he may call for. 

Sec. ^ SI. That all pro s ooutions for violations of the law shall bo 
under the direction of the Comptroller of the Currency, under the 
direction of the Secretary of the Ti'easury it shall he the duty of the 
Comptroller of the Currency to enforce the provisions of the national 
hanking laws^ and the said deputy comptrollers shall render him such 
assistance and services as he may require. 

Sec. M 32. That the Comptroller and the said deputy comptrollers, 
the chairmen of the several boards of managers of the '' bank-note 
redemption districts" shall have the direction and control of the guar- 
anty fund so far as it may be necessary to use it to facilitate and effect 
the redemption of the national bank notes at the several agencies, and 
shall have power to determine in what securities said guaranty fund 
shall be invested, if at any time it shall be necessary to purchase other 
and additional securities than the United States Government two per 
centum bonds now outstanding, as herein provided. 

Sec. ^ 33.^ That from and after the date that said guaranty fund 
shall amount to the sum of twenty-five million dollars the Secretary of 
the Treasury of the United States ftovommont shall deposit from day 
to day all its Gm^ernment receipts from whatever source received in 
such national banks as k he may select: Provided^ however.^ That after 
the first day of January, nineteen hundred and nine, it shall he the duty 
of the Secretary of the TreMsury of the United States to deposit said 
funds equitably throughout the sefveral States and he shall not have and 
keep on deposit in any one national bank an amount of money greater 
than fifty per centum of the capital thereof. 

Sec. ^ 3]{, That from and after the date that said guaranty fund 
shall amount to the sum of twenty-five million dollars all debts and 
obli .. , ^. ^ 
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part of said fund deposited with national banks, the interest on Gov 
omment depo s its, and tlie tax upon the national bank guaranteed credit 
notes, shall reach twenty-five million dollars, after paying all the 
expenses as provided in section eighteen and meeting any losses due to 
bank failures, the excess remaining over and above said twenty-five 
million dollars on each succeeding first da^ days of January and July in 
each year shall be paid in gold coin into the reserve fund of the United 
States Treasury until the amount of gold coin therein shall be three 
hundred and forty six million dollars, whereupon all the United States 
notes outstanding shall be converted into gold oertifieate s , and there 
after no national bank shall hold a United States note aa part of itg 
re s erves, nor s hall the G r overninent of the United States thereafter 
pay out a United States note, but they shall beoaneeled and destroyed 
Division of Redemption of Trust Funds of the United States Treasury 
i/n gold coin^ and as soon as the Secretary of the Treasury shall receive 
and cancel an amount of United States notes equal to the gold so paid 
in he shall issue gold certificates therefor. Ana when the Secretary of 
the TrecLSury shall have so retired and canceled one hum^dred and ninety- 
six million six hundred and eighty-one thousand and sixteen dollars of 
the United States notes^ he shall transfer all the gold coin and hullion i/n 
the reserve fund^ amounting to one hundred and fifty million dollars^ 
to the Division of Redemption of the Trust Ftmds^ and thereafter no 
national hank shall hold a United States note as apart of its reserves. 
7wr shall there he paid out of the United States Treasury any United 
States notes^ hut the same when receied shall he canceled a/nd destroyed 
and gold certificates issued therefor. 

Sec. ^ 36. That all Acts or parts of Acts inconsistent with the pro- 
visions of this Act are hereby repealed. 
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ADDEESS OF HON. OHABLES N. FOWLEE, ON THE FINAN- 
CIAL SITUATION, BEFOEE THE ILLINOIS MANUFAO- 
TUEEES' ASSOCIATION, AT CHICAGO, DECEMBEE 10, 
1907. 

Mr. President, and Gentlemen of the Illinois Manufacturers' 
Association : More than seventy years ago a Green Mountain State 
young man. after marrying the best woman that ever lived, came 
across the Great Lakes ; and, jjassing through Chicago, then a most 
uninviting place, went into the interior of this State, selected a prairie 
farm, skirted by beautiful woodland, and, planting his family altar 
near a splendid spring which came bubbling up from a great ledge of 
limestone, there, with only a single neighbor within a dozen miles, 
built the log cabin within which I was born. 

Whenever I revisit this old stamping ground of my childhood, I lay 
me down by that goodly spring, and again, as in the hot summer days 
of my youth, nurse at the bosom of mother earth, forgetting almost a 
half century of an active life. 

Again, arter mv college days, I came to this city, and, almost within 
a stone's throw of where I now stand, became a student at the Chicago 
Law School, graduating there in 1879. 

Your invitation, then, to come here upon this occasion was the voice 
of old friends and neighbors calling me home; yes, it was something 
more — it was the call of my country, and patriotic duty compelled 
me to accept. 

Under present atmospheric conditions I feel as though I am in a 
measure upon the witness stand, and that. you are entitled to know 
whether there is any reason for discrediting the statement of the 
witness. 

In these days of surprise, doubt^ fear, suspicion, hate, malice, re- 
venge, and reprisal, I feel constrained to divest mj hearers of any 
possible thought of me as in any way identified with the banking, 
railroad, or so-called " trust " interests, in order that my words may 
not be misinterpreted through a misapprehension. 

A MANUFACTURER TO MANUFACTURERS. 

More than twelve years ago, when I began this campaign for a gold 
standard and currency reform, I disposed of what bank stock I then 
had and have not owned a single share since. Nor do I own a single 
share of railroad stock or a railroad bond. Nor do I own a single 
share of stock or a bond in any one of the so-called " trusts." 

I am essentially one of you, a manufacturer, and have been employ- 
ing about 500 men, although I regret to say not so many just now. 
Therefore we may have a heart-to-heart talk and my words be taken 
for what they are worth from the standpoint of the manufacturer. 
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PATRIOTIC DUTY. 

If I saw the Government of my country going wrong, radically 
wrong, and pursuing a policy that must inevitabfy lead to financifu 
disaster, commercial ruin, to immeasurable losses to the people, to 
national discredit and disgrace, and yet did not earnestly prot^ and 
do all in my power to prevent these consequences, I should be untrue 
to myself^ unworthy of the trust reposed in me, recreant to my duty, 
and a traitor to my country. 

If ui)on this occasion I shall show you that we have been going 
wrong in our finances ever since the civil war, and that the funda- 
mental evils then incorporated into our financial and currency j)rac- 
tices are now leading us directly, unerringly, inevitably^ and swiftly 
to conditions that will certainly outparallel the difficulties, disasters, 
and disgrace that may have ever visited any civilized country, 
what will your duty be? What is more important, what will your 
action be ? 

True patriotism and love of country find their finest exhibitions in 
the civic walks of life ; because here there is none of the glamour and 
glory of war, very little public inspiration, and their compensation 
comes in the silent consciousness of duty done. 

Are you patriotic, loyal and self-sacrificing enough to fight for 
such a reward ? 

THE UNITY OF THE COUNTRY. 

As in 1896, certain sections of our country were arrayed against 
certain other sections, brought about through misstatements and mis- 
apprehensions, and men raged against the " gold bugs " as if they 
were public enemies, and when one conspicuous politician visited New 
York, he called it the enemy's country. 

Gentlemen, there is no enemy's country anywhere under the Stars 
and Stripes! 

So to-day I learn from my fellow members of the House of Repre- 
sentatives and from, editorial comments that there is a prof oimd mis- 
understanding and a consequent most unfortunate misapprehensicm 
of the present situation. 

Meeting a United States Senator from the West just one week ago 
to-day, he said : " If your damned New York and Chicago bankers 
had paid us our money, we should have been all right." 

No bank can or is expected to pay all its depositors in a day. Sup- 
pose that the banks of the Senator's home town had not had a single 
dollar in the Chicago or New York banks. Would the Senator say 
that his home banks could have paid all their deposits upon demand! 
No. Now, who are the depositors of the Chicago and New York 
banks? Not only the merchants and manufacturers of those great 
cities, but the country banks, including the banks in the Senator's 
own town. 

Does anyone believe that the clearing-house committee of Chicago 
is less true and patriotic than the clearing-house committee of 
St. Paul or Duluth, or of St. Louis or New Orleans? Or that the 
clearing-house committee of St. Paul or Duluth, or of St. Louis or 
New Orleans, is less true and patriotic than that of Kansas City ; or 
the Kansas City committee less so than that of Denver ; or the Denver 
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committee less so than that of Salt Lake City ; or the Salt Lake City 
committee less so thaii that of San Francisco ? 

Does anyone believe that the clearing-house committee of Chicago 
is more true and patriotic than the clearing-house committee of Bos- 
ton, Philadelphia, or New York? 

Gentlemen, all the banks are relatively in the same position ; and 
I think it can be truthfully stated that the action of our bankers 
throughout the whole country during the recent trying circumstances 
is a source of profound satisfaction, while the self-control manifested 
by the people generally, North and South, East and West, is a 
guaranty or republican institutions. 

Any man who attempts to arouse and set one section of our beloved 
country against another, or array one class of our people against 
another because it happens to be more powerful politically, is not a 
true friend of the people — ^indeed, he is an enemy of the Republic. 

All things considered, if there is one class of our people more 
unfortunate than another, or one spot in our great country more 
sorely afflicted than any other, it is the wealthy people in the city of 
New York. Then why should blame rest there? Can anyone upon 
second thought think that any people would consciously and willingly 
court misfortune ? No, gentlemen ; let us be true, square, intelligent, 
brave men, and seek out the real causes and put the responsibility 
where it rightly belongs. No manly man, no patriotic man, no lover 
of his country, will desire to do less. 

INVESTMENT CAPITAL. 

The fihancial condition of the United States is very similar to that 
throughout the world; because, from the standpoint of investment 
capital, the whole world over is practically one. 

Let no one suppose that I am not aware that the Spanish- American 
war, the Boer war, the Baltimore fire, the Japanese- Eussian war, the 
San Francisco earthquake and fire, the Chilean earthquake, all com- 
bined consuming about $4,000,000,000 of wealth, and the tremendous 
expansion in railway and trolley building and equipment, in mine 
development, and in the increase of manufacturing plants, had, by 
the first of the year 1907, completely exhausted the investment fund 
of the world and made large encroachments upon the commercial 
fund. 

CURRENT EXCHANGE. 

On the other hand, gentlemen, mark this difference. The com- 
mercial condition in the United States is very dissimilar from that 
to be found anywhere else in the world, so far as I know, because no 
other country has so poor a mechanism of current exchange as we 
have. So far as I can judge, no such condition could exist anywhere 
else in the world except here, and I am convinced that if we had had 
such a system of currency as Canada or France now has the currency 
panic or 1907 would never have occurred, and we should never have 
been conscious of the fact that we were handling agricultural prod- 
ucts worth more than $7,000,000,000, in connection with the output of 
our mines and factories, valued at more than $18,000,000,000. 
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THE INTERRELATION OP BUSINESS LIFE. 

Without a clear comprehension of the oneness of the whole world in 
all matters involving capital and the essential importance of an effi- 
cient mechanism of current exchange, it would be impossible to judge 
wisely, broadly, and justly the present situation and to comprehend 
the fact that not to any locality or class of men, but to the want of a 
scientific, sound, and wise financial and currency system, is due the 
conmiercial misfortunes from which we are all now suffering, from 
the Atlantic to the Pacific, from Canada to the Gulf. 

COMMERCIAL ONENESS. 

Though we may now live thousands of miles apart, yet we are within 
speaking distance of each other. So marvelous is our age, so intimate 
are our business relations, and so completely one is our country that 
no part of it can seriously suffer without some injury to every other 
part. 

As the pebble thrown into the lake sends its ripples to the farthest 
shore, so every business house in our ocean of comme^rce impresses 
itself remotely upon every other business house, and so every bank 
in our sea of commerce indirectly, at least, affects every other bank. 
In other words, one and all are lints in the endless chain of our inter- 
dependent life. 

THE MAGNITUDE OF THE TASK. 

Let us pause for a moment and consider the magnitude of our task, 
lest we fail to appreciate the importance of this hour. 

It is estimated that our productive power to-day equals the labor 
of 500,000,000 men, or one-third of the population of the earth, our 
products this year exceeding in value $26,000,000,000. Seventeen years 
ago, in 1890, our products were worth only $12,600,000,000, or exactly 
one-half of what they are worth to-day. 

In 1950 our 85,000,000 people will number 200,000,000; and it is 
estimated that through invention and discovery their potentiality will 
then be doubled. But, upon the ratio of to-day, their products then 
would seem bewildering to us now, being worth $60,000,000,000 ; while 
if our banking capital should correspondingly increase from $16,000,- 
000,000 in 1907 it would amount to $40,000,000,000 in 1950, or more 
than all the banking power of all the world to-day. 

To anticipate the conduct of such stupendous business as these "fig- 
ures imply and provide a scientific^ sound^ and wise financial and 
currency system is tJie most important question now before the Amer- 
ican people. 

THE LACK OF ECONOMIC THOUGHT. 

Just eleven years ago we fought the most gigantic political battle 
since the civil war and established the gold standard. 

Starting from this point, I propose to outline a course of legisla- 
tive action which I assert is essential to the establishment of a scien- 
tific, sound, and wise financial and currency system. 

Has it ever occurred to you that there is scarcely a law upon our 
statute books affecting our finances and currency which is clearly 
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and purely the result of economic thought, and such as would have 
been passed but for necessity, ignorance, or political cowardice? 

All the laws passed from 1860 to 1865 sprang from exigent circum- 
stances and were the natural children of necessity, ignorance, or both. 
All the financial and currency laws passed as the result of the silver 
madness were the natural children of ignorance or political cow- 
ardice, or both. 

The establishment of the gold standard, the fixing of the unit of 
value and its proper certification, the provision for our subsidiary 
coinage and the laws of administration necessary to the conduct of 
the national business mark the limits practically of wise and proper 
legislation affecting our finances and currency. 

THE PROPER RESERVE. 

Having adopted gold^ then^ as our standard of value, it is the touch- 
stone of our credit; and it is only by bringing our credits into corUact 
with gold that their value is moved, I assert, therefore, that there 
is not a dollar of money in the United States that is fit for reserve 
except the gold dollar. 

It has been suggested on the one hand that we allow the national 
banks to hold national-bank notes as reserves, and, on the other hand, 
that we allow them to issue currency based upon bonds other than 
Government bonds. 

The argument is that the national-bank note secured by a Gov- 
ernment bond is the same thing, and therefore as good, as a United 
States note; again, that other bonds are as good as United States 
bonds. 

The whole contention is founded upon a false assumption, and that 
is that the United States note is in itself a proper reserve — which it 
is not. It is nothing but a demand obligation, and should have been 
honored by payment and retirement forty years ago, precisely as 
France and Japan honored and retired their demand obligations at 
the close of their respective wars. 

Our United States notes are tolerated as reserves because they are 
currently redeemed in gold coin by the Govem/ment; not because of 
tlieir inherent fitness for that purpose. 

The only proper reserve for any country to have is one coined out 
of its standard of value. 

Every United States note, every silver dollar, and every silver 
certificate in circulation is a burden thrown upon the back of gold, 
and but for their current convertibility into gold would be at a heavy 
discount. Therefore not one of them is inherently fit for reserves. 

The privilege of issuing bank notes upon a practically unlimited 
number of bonds and then using the bank notes as reserves would 
drive every dollar of gold out of the country; and your standard of 
value would be credit and not gold. Your bank notes would again 
sell at a discount just as they did in 1862, when they brought 75 cents 
on the dollar, or in 1864, when they sold for 35 cents on the dollar 
in gold coin. 

Let us settle once for all that the only proper reserve for our banks 
to hold is gold coin ; and that we are most unfortunate in having to 
carry $346,000,000 of United States notes and $600,000,000 of silver, 

H. Rep. 1126, 60-1 1 
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maintaining them upon a parity with gold and thereby justifying as 
best we can their use as reserves. Let us not forget that both our sil- 
ver and United States notes are serious stumbling blocks, though not 
insurmountable obstacles to our becoming the financial center of the 
world, provided they may be practically eliminated in time from our 
financial calculations. 

With all questions of a proper kind of reserve settled, there are those 
who say that the only mecnanism through which we can secure a scien- 
tific, sound, and wise currency system is a central bank. 

CENTRAL BANK. 

Undoubtedly there are some here who may expect or desire to hear 
what I think upon this subject. Therefore I shall frankly express 
myself upon its various phases. 

First. A great central bank is in my opinion a political impossibil- 
ity at present. 

Second. I am confident that if one were possible there is no such 
genuine knowledge in this country of the various aspects of the subject 
involved as would justify any right, proper, or adequate conception of 
a central bank that would meet the present needs, to say nothing of 
anticipating the commercial development of the country during the 
next thirty years. 

Third. The establishment of a central bank in 1793 and again in 
1817 was one thing ; but the establishment of such an institution to- 
day would be a vastly different thing, when you recall the fact that 
the present banking power of the United States now exceeds $16,000,- 
000,000, and is greater than the entire banking power of the world in 
1890 — only seventeen years ago. 

A corresponding increase during the next thirty years will make 
our banking power more than $40,000,000,000, or ^,000,000,000 more 
than the entire banking power of the world to-day. 

From my experience in public life, I venture the prophecy that it 
will take several years, possibly a quarter of a century, to educate the 
public to that degree of intelligence and appreciation that will justify 
a favorable vote in Congress for the establishment of a financial in- 
stitution adequately meeting the commercial requirenaents of this great 
country; and to attempt it now and put such an institution into a 
strait-jacket would be one of the greatest misfortunes that could be- 
fall us. 

Let me call your attention to the startling fact that it was four 
years after the decisive victory in favor of the gold standard in 1896 
before the gold-standard act was passed — ^March 14, 1900. 

CENTRAL BANK NOT ESSENTIAL. 

I am one of those who do not regard a great central bank as essen- 
tial to a scientific, sound, and wise banking and currency system for 
the United States, provided we can unify and coordinate our banking 
interests, bringing them substantially into one system which will se- 
cure universal cooperation and the strength of a combination of our 
entire banking capital, and even with a central bank the same co- 
ordination must be effected. 
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THE 10 PER CENT TAX. 

It may be suggested in this connection that the 10 per cent tax be 
removed from State bank notes as a relief to the situation. But on 
second thought no one can hope to see that done, because the re- 
serves required by many of the States are not of the right character 
or sufficient in amount to protect the public. 

Again, the variety of the notes would equal the number of the 
banks; or, even if each State supervised and furnished the notes of 
its banks, we should have forty-six kinds of notes, all paying a dis- 
count when away from home. The convenience and economy of the 
public require a currency good everywhere and national in its char- 
acter. 

If practically all the banking interests are brought under national 
supervision, two things at least will result with reference to the re- 
serves — ^the quality and quantity will become uniform, and the bank 
notes will no longer drive out gold by displacing it in our reserves. 

WHAT IS ESSENTIAL. 

Our reserves must all be of the same character — gold or its equiva- 
lent — ^because gold is our standard of value. 

Our reserves in all of our financial institutions must be adequate 
to prove our credits and protect our depositors. 

We. must adopt the principle of free interchange of bank-book 
credits and bank-note credits. 

Our bank notes must spring into existence precisely as checks and 
drafts do through business transactions. 

Our bank notes must be related to and based upon the consumable 
commodities of the country, going out with production and coming 
in with consumption. 

No part of tne capital necessary to conduct properly the com- 
merce of the country and pay for production and transportation 
should be transferred to the investment account and thereby made 
fixed capital. 

Savings from labor, the excess of profits on business, and the in- 
come from rents and securities should constitute the investment cap- 
ital of the country. 

Primarily, all classes of useful citizens are interested in productive 
occupations, and directly or indirectly are affected by them, if not 
dependent upon them ; therefore, if possible, the commercial fund 
should never be encroached upon for investment purposes. This was 
the primary cause, and is an important factor in our present trouble. 

A TAX ON CREDIT IS A TAX ON LABOR. 

Credit is the very soul of modern commerce ; and, upon the average, 
more than. 90 per cent of our business is done by check and draft, 
based upon the book credits of the country. These credits are not 
taxed and should not be, because such a tax would be a tax upon 
production, and therefore a tax upon labor. 

The remaining 10 per cent of the business consists chiefly of the 
cash transactions of the masses, who are entitled to a current credit 
that will cost them just as little as checks and drafts cost the rich 
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and powerful who keep bank accounts. Such a credit should not 
be taxed any more than deposits are, because it is, in fact, only an- 
other form of deposit. 

THE COST OP OUR PRESENT SYSTEM. 

The practice, I will not say principle, of finance and currency no^w 
in operation in this country is costing the American people at least 
$150,000,000 annually, in addition to the frightful devastation of 
values incident to such currency panics as the present, which are liable 
to occur at any time if some significant failure should precipitate it. 

This cost to the people of $150,000,000 arises from the fact that 
the use of all the capital, represented by the bonds deposited to secure 
our present bank notes, is lost because the bonds are wholly unneces- 
sary and in their present use and relation are an unmitigated curse. 

The use of the capital represented by the bonds deposited to secure 
Government deposits is also lost,^ as well as interest at the rate of 2 
per cent upon Government deposits, which since the establishment of 
the national banking system up to the present time would have 
amounted to about $75,000,000, or nearly twice as much as the loss to 
depositors resulting from failures of national banks. 

There is in the pockets of the people $1,250,000,000 of reserve 
money, $1,000,000,000 of which at least should be exchanged for cur- 
rent credit or credit currency. 

If the banks could exchange their credit notes, amounting to 
$1,000,000,000, for $1,000,000,000 of these reserves now in the pockets 
of the people, they would increase their liabilities only 8 per cent of 
the $12,000,000,000 deposits while they would increase their reserves 
145 per cent. 

If any other business in the world, except one politically managed, 
were involved, this waste of $150,000,000 annually would be stopped 
at once. 

Who pays for this waste of capital? American labor. Upon labor 
rests the entire cost of the banking business, which is a ne<5essary evil 
incident to the production, transportation, and sale or disposition of 
$25,000,000,000 worth of products annually. 

BANK UNIFICATION. 

Having already spoken of proper bank reserves, I shall now speak 
first of bank unification and cooperation, and, second, of credit cur- 
rency. 

Practically all the business that distinguishes a trust company 
from a regular bank to-day has grown up since the passage oi the 
national-bank act. 

A law should be passed giving to the national banks the right of 
exercising in the respective States where located all the powers of 
executors, administrators^ guardians, and trustees. 

Who will oppose granting these powers to the national banks? Do 
you answer: "The trust companies in the various States? " If so, 
they can give but one reason, and that is cupidity and greed, evidenced 
by the fact that upon a much smaller reserve than prudence justifies 
they conduct a regular banking business and carry on the trust busi- 
ness in addition; for upon the passage of a law authorizing the 
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national banks to do a re^lar trust business the trust companies 
could nationalize and have m turn all the advantages of the national- 
bank act. 

Unless this step is taken, the advantages now enjoyed by the trust 
companies will gradually but inevitably compel the national banks to 
surrender their charters for trust-company charters; for if a trust 
company is required to carry only one-fifth or one-half the reserves of 
a national bank, it can afford to pay a much higher rate of interest 
upon deposits and eventually undermine the national bank. 

These conditions are constantly confronting those Avho are starting 
new financial institutions; and, of necessity, the greater mar^n of 
profit promised under trust-compatiy laws determines the decision of 
those interested, they relying upon their own wisdom as to what are 
proper reserves. 

THE ENCROACHMENT OF TRUST COMPANIES. 

The following tabulated statement demonstrates beyond the possi- 
bility of doubt the gradual encroachment of the trust companies and 
the final extinction of the national banking system, solely because of 
the reasons stated : 

NATIONAL BANKS. 



1800. 
1000- 
1907. 



Capital. 



$842,073,676 
621,536,461 
896,451,314 



Deposits. 



National banks 

Trust companies and State banks.. 



1890. 



$642,073,676 
269,376,247 



1900. 



$621,536,461 
363,930,845 



$1,621,745,665 
2,458,092,767 
4,319,035.462 



^ TRUST COMPANIES. 


1890. „ 

1900 


$70,676,247 
126,930,845 
276,146,081 


$336,456,492 
1,028,232,407 


1907- - 


- 


2.061,623,086 


STATE BANKS. 


1890- 


:___ 


$188,700,000 
237,000,000 
471,163,000 


$553,100,000 


1900. 

1907. 


1,266,700,917 
3,068.649,860 








CAPITAL. 



1907. 



$896,451,314 
747,306,081 



DEPOSITS. 



National banks- 

Trust companies and State banks.. 



$1,521,745,665 
889,556,492 



$2,458,092,757 
2,294,933,314 



$4,819,036,402 
5,130,272,895 
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CREDIT CURRENCY. 

Banks are created by the people ; therefore they are the servants of 
the people. 

Every depositor of a bank should have the option of taking his 
credit at the bank in such form as will best serve his convenience — 
either a book credit subject to check or a current credit in bank 
notes. 

The masses of the people who use currency instead of checks are 
entitled to have just as economical and cheap credits as the rich and 
powerful who keep bank accounts ; and the people have the riffht to 
insist that the current credits which they use shall be currenfly re- 
deemed by the banks in gold coin, and so constantly measured in our 
standard of value, which is gold. 

The laborers, the manufacturers, and the merchants of the country 
have the right to have their current credits related to and based upon 
their products, the consumable commodities of the country, the things 
we eat, wear, and use — the things that always have a cash value and 
are worth the present year more than $25,000,000,000. 

The cotton planter who has already picked, ginned, and baled 
$10,000 worth of cotton and is entitled to a loan at his bank for 
$10,000, and who obtains it by giving a warehouse receipt for the cot- 
ton already prepared for the market, should have the absolute right, 
after the credit of $10,000 has been granted to him, of taking it in 
current credits in the form of bank notes, with which he can proceed 
to pay for picking, ginning, and baling the rest of his crop. 

The elevator owner who is entitled to a loan of $100,000 at his 
bank, and who turns over as security for his loan of $100,000 an ele- 
vator or warehouse receipt, the loan having been granted to him and 
placed to his credit, has the right to take any part or all of this credit 
on the books of the bank in the form of current credits or bank notes, 
which can be sent into the country to pay for the harvesting, thrash- 
ing, and marketing of more of the wheat in the territory from which 
that already in his warehouse has come. 

So, anv person who has a credit at a bank has an equal right to 
take it either in a book credit, subject to his checks, or in a current 
credit or bank notes. 

The notes of our laborers, our farmers, our manufacturers, our 
merchants, and producers of every kind and character are, econom- 
ically speaking, the titles to the products of our labor and capital, 
and furnish the only true basis of a currency in any country ; for such 
a currency must reflect the ever- varying conditions of trade. 

A strictly commercial bank does a business based upon thirty, sixty, 
and ninety day notes, which are constantly being made and as con- 
stantly paid, because the requirements oif the makers are always 
changing with the constant production and constant consumption of 
commodities. 

The bank loaning its money upon securities is not a commercial 
bank at all, but an investment bank, and the basis of its business is 
fixed because its collateral may remain the same for years at a time. 
On the other hand, the discounts of a commercial bank never remain 
the same for twenty-four hours, some notes being paid and new ones 
discounted. Therefore, you can only have a true currency of com- 
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merce when it is related to and based upon the consumable com- 
modities of the coimtry. 

Some banks do both a commercial and an investment- business, but 
so far as any bank does an investment business it is usinff the com- 
mercial fund for investment purposes, and therein lies me root or 
primary cause of our present commercial difficulty — an encroachment 
upon the commercial fund for investment purposes. 

It therefore follows that the national banks should have the right 
to issue current credits just as freely as they take deposits subject to 
check, neither being subject to limitation, if only adequate reserves 
in gold are maintained. 

This power, with that of acting as executor, administrator, and 
trustee, would have the effect of bringing into the national system 
practically all the trust companies and State banks, if our recent ex- 
periences have confirmed the public opinion that the required reserves 
of the national banks are none too high. 

CX)OPERATION SHOULD BE COMPELLED. 

If opposition developed on the part of either the State banks or 
the trust companies, the people, who have $12,000,000,000 of deposits 
in our banks and are interested in a proper and adequate reserve to 
protect them, should compel cooperation. 

The people have the right to insist uj)on uniformity in their bank- 
ing system if such uniformity is essential to the safety and conven- 
ience of the public. Cupidity and unconscionable greed must be the 
only source of any opposition that arises. 

THE ADVANTAGES OF CREDIT CURRENCY. 

If our banks were authorized to convert their bank-book credits 
into bank-note credits upon the demand of depositors, there never 
would be a currency famine such as we are suffering from now. 

Mark this : There is not the slightest difference in principle between 
bank-book credits and bank-note credits, for one is a credit subject to 
order and the other is a cashier's check to bearer. Tell me, would it 
make the slightest difference to a bank whether it owed a million to 
depositors subject to check or a million in cashier's checks? Cer- 
tamly not. The Bank of France owes ten times as much to note hold- 
ers as it does to depositors, owing about $1,000,000,000 to the note 
holders and only about $100,000,000 to depositors. 

THE HABITS OF THE PEOPLE CONTROL. 

// the customers of a hank had their choice hetween these two 
forms of credit^ the habits of the people would determine whether 
the hank owed more to depositors subject to check or to note holders. 

The people of Scotland for one hundred and forty-three years 
never made a deposit subject to check, but only exchanged their time 
notes for the cashier's checks payable to bearer or current credits, 
credit currency. Their habits are now so completely changed that 
they have only $35,000,000 of cashier's checks in circulation, while the 
deposits subject to their order amount to $500,000,000. 
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The Bank of Germany has outstanding $450,000,000 of cashier's 
checks or notes and has deposits amounting only to $150,000,000. 

The Bank of France has issued about $1,000,000,000 of c^isliier's 
checks or notes, while the deposits amount to only one-tenth as xp^uch, 
or $100,000,000. 

On the other hand, the banks of Canada with the right of capital 
issue have only $75,000,000 of cashiers' checks out, while their deposits 
amount to $600,000,000. 

In 1811 the notes of the First United States Bai^ outstanding 
amounted to $5,037,000 and the deposits were $6,900,00a 

In 1832 the notes of the Second United States Bank outstandings 
amounted to $21,000,000 and the deposits were $22,000,000. 

In 1860 the Bank of the State ox Indiana, which alone of all tKe 
Indiana banks had withstood the panic of 1857, had $5,753,000 notes 
out and only $1,200,000 of deposits. 

In 1857 there were 515 banks in the six New England States clear- 
ing through the Suffolk Bank of Boston, and there are about the same 
number of banks in those States to-day. Their deposits amounted to 
only $25,000,000, while their notes outstanding amounted to $55,- 
000,000. 

Without any possible fear of successful contradiction, therefore, I 
assert that there is absolutely no difference in principle between bank- 
book credits and bank-note credits, and that where there is a perfect 
interchangeability between the two the habits of the people will de- 
termine whether the notes outstanding or the deposits are the larger* 

CREDIT CURRENCY NOT EXPANSION. 

Credit currency does not mean expansion, nor does it mean infla- 
tion. 

Whenever I fall in with anyone who has never studied this ques- 
tion and thought it out he almost invariably suggests as an objection 
that it means expansion or inflation or both, when neither is the pos- 
sible consequence of a free issue of credit currency. 

I assert that credit currency does not mean or lead to expansion. 

Eicardo says : 

The issuers of paper money should regulate their issues solely by the price of 
bullion and never by the quantity of their paper in circulation. The quantity 
can never be too great or too little while it preserves the same value as the 
standard. 

What is expansion ? It is increasing the liabilities of a bank with- 
out correspondingly increasing its reserves. The reserves may all bo 
in gold com, and yet the bank may expand to a dangerous point, even 
to the point of destruction ; for it could expand its liabilities until its 
reserve was only 1 per cent. But such expansion would ordinarily 
be fatal, even though the 1 per cent were in gold coin. When the man- 
agement of a bank considers the question of increasing its liabilities, 
the only important matter is whether its reserves will justify it. It 
is a matter of no practical importance whether the increased debt is 
a ledger credit, to be checked against, or a cashier's check, payable to 
bearer, which is a current credit or credit currency. 

Therefore I assert that a credit currency can not in any way lead 
to expansion ; but that it would rather tend to prevent it, as appears in 
what follows. 
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"^ 

CREDIT CXJRBENCT NOT INITATION. 

What is inflation ? It is basing one credit upon another credit ; that 
is, basing a bank's liabilities upon credit such as our present bank 
notes, which are in turn based upon another credit, a Government 
bond, which is due in about twenty-five yescrs. 

Now, would any banker hold a cashier's check payable to order^ 
whether of the weakest or the strongest bank in the United States, as 
a part of his reserves? You answer, " No; under no circumstances. 
He would send it home as directly and swiftly as he does checks and 
drafts for immediate redemption." 

Would a banker be any more likely to hold a cashier's check pay- 
able to bearer, whether of the weakest or the strongest bank, as a part 
of his reserves? You answer, "No; under no circumstances. He 
would send it home as directly and swiftly as he does checks and 
drafts for immediate redemption." 

But the cashier's check, payable to bearer, is a current credit, or 
credit currency. 

Therefore I assert that credit currency can not under any circum- 
stances lead to inflation. On the^ther hand, it will be a distinct pre- 
vention of inflation such as we are suffering from to-day by usinff 
bank notes as reserves. Because the bank's obligations in the lorm oi 
cashier's checks or credit currency will be sent home with the same 
directness and swiftness that checks and drafts are, always keeping 
the currency of the country down to the lowest point of necessity, 
and yet always meeting the largest demands of trade and commerce. 

I challenge anyone to deny and contravene the foregoing proposi- 
tions with regard to exj)ansion. 

Now, do not forget this : A banker may make poor loans upon over- 
valued securities or high-priced goods or bad personal risks; but 
these are cases of faulty business judgment on the part of the banker 
and have absolutely nothing to do with bank-credit expansion or 
bank-credit inflation. 

CREDIT CURRENCY COORDINATED TO BUSINESS. 

Therefore I assert that credit currency^ when put upon the same 
footing in all respects as checks and drafts^ will^ instead of meaning or^ 
leading to inflation^ prevent inflation^ for onr currency will then be 
perfectly coordinated to the needs of business^ being neither too great 
nor too little^ the cashier'^s checks springing into being with busi- 
ness n^edSy and automatically disappearing precisely as checks and 
drafts do. 

This is not a theory, but the experience of two hundred years. All 
the rest of the civilized world are availing themselves of this principle 
to-day, and are using credit currency to the extent of about $4,000,- 
000,000, or of more than 20 per cent of their entire banking capital : 
while, on the other hand, the United States, with $16,000,000,000 or 
banking power, more than three-sevenths of the banking power of 
the world, has not one cent of current credit or credit currency in use. 

BOND-SECURED CURRENCY NOT COORDINATED TO BUSINESS. 

On the other hand^ no civilized country now has a bond-secured 
currency such as we have; and no civilized country of consequence 
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ever did have »uch a currency except one^ and that is Japan^ "kjoho 
copied it from U8 only to repuaiate and discard it in favor of a credit 
currency. 

When Secretary Chase forced our bond-secured note scheme upon 
the country in 1863, it wns purely a bond-selling project, and it is 
only a bond-speculating device to-day. There has not befen a single 
hour from the time when the first note was issued up to this moment 
when the notes outstanding bore any distinct relation to the business 
which was being transacted in the country. 

Mark this: From 1882 down to 1891^ during a period of great htcsi- 
ness expansion^ the bank-note circulation decreased from $365flOO^OOO 
to $122ft00fi00^ simply because there was no profit in holding the 
bonds. From 1891 down to this very autumn there have been many 
years when the bank-note currency has actually contracted during the 
fall months when it ought to have expanded at least $250p00fi00^^ sim- 
ply because it paid to sell the bonds; and there have been quite as 
many years when there has been an expansion from January to July, 
though there ought to have been a contraction of at least $250ft00pdO. 

AMOUNT OF BANK NOTES 1?0W HELD AS RESERVES. 

Note this fact and ponder well. Ask yourselves whether you want 
to ffo further in the direction we are now moving. 

Already $200,000,000, or nearly one-quarter 6i all the reserves now 
held by the banking institutions of the United States, are in bank 
notes. That is, of the $12,000,000,000 deposits in the banks of the 
country between $2,500,000,000 and $3,000,000,000 are based upon 
bank notes, mere promises to pay, and these mere promises to pay are 
again in turn based upon a debt of the Government, another mere 
promise to pay, which is not due for about twenty-five years, and then 
to be paid, if at all, out of taxes to be collected. 

How long will it be before all of our deposits will be based upon 
mere promises to pay, which in turn will be based on the debt of the 
Government, the deot of States, the debt of municipalities, and the 
debt of railroads ? 

THE DANGER OF WORSE DISASTER. 

With these astounding facts pressed upon your attention, can any 
man — any honest, intelligent, fair-minded man — deny that there must 
be something radically wrong, fundamentally wrong, disastrously 
wrong with our present currency-making devices; and that to them 
can be traced with unerring certainty the inexcusable calamity that 
has darkened our commercial sky this fall in the very midst of abound- 
ing prosperity ? 

Yet,*while we are still in the throes of our commercial catastrophe, 
there are those who, ignorant of the causes and thoughtless of the fu- 
ture, would have us take another plunge in the same direction by add- 
ing to our overwhelming load of fixed, immobile, bond-secured notes 
another mass of bank notes based upon State, municipal, and railroad 
bonds. Could anyone conceive and plan a more gigantic scheme of 
inflation? 

/ now declare that if this Government continues its present policy 
of injecting into the arteries of trade and com/merce a fixed^ bond- 
secured currency^ by swapping securities^ by bond speculations^ by 
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TTeaaury manipulations^ and by Executive orders^ we shall continue 
to move only with an accelerated speedy and with the directness of a 
m/ushet groove^ and the absolute certainty of passing time^ toward a 
commercial breakdown — a commercial crisis j a commercial tragedy — 
compared with which the present currency, panic is only a pleasant 
snm^mer outing. 

INTELLIGENCE AND COURAGE CHAI^LENGED. 

Are we such business foolSj such economic idiots^ such political 
cowards^ that we will not move even though the heavens fall? And 
perchance we do move, shall we. jump into the fathomless abyss of 
basing credit upon credit instead of basing all bank credits, whether 
deposits or note-issiies, upon gold coin? 

CREDIT CURRENCY IS SAFE. 

I submit that beyond all possible doubt there is a complete want of 
any coordination between our business and our present currency. But 
for the purpose of an argument, let us admit that the currency is 
sound,' and that no one has ever lost a dollar in holding the notes, 
although at one time they were worth only 35 cents in gold coin. 

Now, if there is such a thing as an absolutely sound currency which 
will at the same time perfectly reflect the varying conditions of trade 
and commerce, and, with never failing accuracy, respond to every 
call and meet every requirement, let us with intelligence, courage, 
and patriotism proceed to adopt it. 

Oi course, above all else it must be absolutely sound, and every 
dollar of it must be as good as gold. Scotland has had such a cur- 
rency for more than two hundred years. France has had such a cur- 
rency for more than one hundred years. Indeed, practically all the 
civilized nations of the world, except our own, have such a currency 
to-day, and therefore we must conclude that it is sound. 

Canada has had such a currency for forty years. No one has ever 
lost a cent by holding one of her bank notes. But Canada borrowed 
her banking law from Massachusetts, and before the civil war Massa- 
chusetts was the very center, all things considered, of the most perfect 
banking system the world has ever seen, the Bank of France, possibly, 
alone excepted, and that system was the outgrowth of the require- 
ments of trade in that section. 

It was so good in those early days, when the stage coach carried the 
mail and there were neither railroads nor telegraphs nor telephones 
to insure early and accurate knowledge of the changing conditions of 
the then remote parts of New England, that we have had nothing to 
compare with it since. 

In many other respects the Atlantic and the Pacific are not so dis- 
tant from each other as some of the points in the interior of New 
England were then from Boston, where every bank in New England 
had to redeem its notes every day in coin. These notes were so good 
that they sold at a premium of from 1 to 5 per cent in all .the western 
centers of trade. 

A GUARANTY FUND. 
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eighth of 1 per cent upon all the notes issued to pay the notes of the 
failed banks, while it would have taken a tax of twenty-two one- 
hundredths, or more than one-fifth of 1 per cent, on all the notes so 
far issued by the national banks to pay the notes of the national banks 
that have failed. 

Now, if such a sjrstem of banking ^ew up in New England, vrith 
very few legal limitations and under such adA erse conditions, ho^w 
much better ought our system to be if it were founded upon the sarae 
principles. But let us suppose that the banking for the next forty 
years should prove upon the average as safe as for the last forty 
years; then a tax of one-fifth of 1 per cent would pay the notes of 
failed banks. 

Now, it is a matter of record that about 80 per cent, or four-fifths, 
of all the deposits of national banks which nave failed have been 
paid; therefore an annual tax of one-fifth of 1 per cent would pay 
the remaining 20 per cent. Hence, a general guaranty fund of 5 per 
cent would last one hundred and twenty-five years ; and of 2 per cent 
would last for fifty years. Certainly there is no insurance, life or 
fire, that is to be compared in point of safety with that proposed here. 

I assert, then, that m point of safety a credit currency, with a guar- 
anty fund of 5 per cent, is equal in point of safety to our present 
national bank notes; and it may be claimed that both are perfectly 
safe if the proper reserves are held to protect them. 

BANK-CREDIT NOTES VERSUS BOND-SECURED NOTES. 

When we come to compare a credit currency and a bond-secured 
currency in their relation to the business of the country, the advocate 
of a bond-secured note is compelled to admit that for forty years it 
has failed utterly, indeed has never failed to fail, to show the slightest 
variation because of the changing conditions of trade. As I have 
before stated, the circulation fell from $365,000,000 in 1882 to $122,- 
000,000 in 1891, and just as strange and anomalous circumstances are 
attending it every month of the year. 

Indeed^ there has not been a single fall during all these forty years 
when we have not been hanging over the brink of a currency panic; 
and our danger has always been directly in proportion to the size and 
price of our crops — the possibility of panic and ruin increasing with 
our prosperity. What a system it has proved to be! The greater our 
crops and prosperity^ the greater our danger and the more imminent 
our ruin! 

On the other hand, the principle of converting our bank-book credits 
into bank-note credits, the adoption of a true credit currency, will 
bring such a perfect harmony between our business and currency that 
no season of the year will seem any different from any other season, 
so far as our supply of currency is concerned — it will never be too 
large, never too small, always just enough. The experience of every 
other civilized country in the world justifies this assertion. 

CREDIT CURRENCY ADJUSTMENTS. 

Now, mark this, wherever a credit currency is in use, it automatic- 
ally registers every change in trade, year in and year out, month by 
month, and day by day. 
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In absolute confirmation of this statement, I call jrour attention to 
the currency fluctuations in Japan, Scotland, Austria, France, Ger- 
many, and Canada; and I hope that you will study them, for they are 
a mathematical demonstration of the principle of credit currency. 



I 



Name of coun- 
try. 



Per- 
cent- 
age of 
varia- 
tion. 



I 



Amount 
of varia- 
tion. 



Japan 



21.1 



L 



Scotland | 15.8 



Au8tria-Hun 

gary. 
France 



Germany- 
Canada 



7.8 
39.7 

37.0 



$24,222,000 
6,465,000 

62,630,000 

67,600,000 

120,000,000 

22,733,756 



Per 
cap- 
ita 
varia- 
tion. 



$0.48 
1.22 

1.28 

1.73 

2.12 

3.29 



Times of 
variation 
per year. 



Month of 
maximum 
variation. 



One January 

Two July and De- 
cember. 
Three.— January, May, 
November. 

Two January and 

November. 

Four March, June, 

I September, 
I December. 
One I October 



Month of 
minimum 
variation. 



t Amount of 
, variation 

United 
I States 

1 would 
I have rela- 
I tlvely. 



May... 

April and Sep- 
tember. 
March and July. 

April and July. 

February, May, 
AugruBt. No- 
vember, 

January 



$40,800,000 
108,700,000 

106,800,00(» 

147,050,000 

180,200,000 

279,650,000 



THE TAX ON ISSUES. 

Since I have given so many instances already of where the note 
issues of banks were in excess of deposits, I presume it is now clear 
to all that there is absolutely no difference in principle between bank 
deposits and bank notes or bank-book credits and bank-note credits, 
both being debts to the people — the one a liability subject to check or 
order, the other a current liability. 

Now, no one would think of taxing deposits in our commercial 
banks, because such a tax would be a burden upon production. But 
a tax upon production is a tax upon labor ; therefore a tax upon bank 
notes, which are only another lorm of deposits, is also a tax upon 
labor. 

Is it not perfectly plain that a tax upon the $1,000,000,000 bank 
notes of the Bank of France would be as distinctly a burden upon 
labor as a tax upon the $100,000,000 of deposits held by the Bank of 
France? So with the two United States banks and the 515 New 
England banks which cleared through the Suffolk Bank of Boston 
before the civil war and had $55,000,000 of notes in circulation and 
onhr $25,000,000 of deposits. 

Who use these notes? The people. Then who must pay the tax? 
The people. 

If the Government should impose a tax of $2 upon every pair of 



shoes that were sold^ who would pay the $2 — the man who bought 

Sh 
higher^ that is all. 



them or the man who sold them? Shoes would he just $2 per pair 



I assert, therefore, that whatever tax is imposed upon bank notes 
must be paid ultimately by labor. Therefore there should be no tax 
in princliple on either deposits or bank notes. 



HIGH TAX A MISTAKE. 



But there are those who, simply because they have not thought 
out this matter, may say : " You must put a high tax, say 6 per cent, 
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I assert, without any fear whatever of successful contradiction., 
that a tax that is so high as to destroy all profit in note circulation 
will also completely destroy one of the two incentives bankers have 
for sending the notes home, and therefore will defeat the very pur- 
pose for wnich the high tax was imposed. Indeed, a high tax w^ill 
tend rather to keep the notes out than to drive them home. 

The reason is apparent. Any bank, upon receiving the notes of a 
competing bank, would have, under a proper system, two motives 
for sending the notes directly home for redemption. 

The first motive would be to get its own notes out and make the 
profit that this competing bank is making. For instance, if the tax 
is 2 per cent, and the local interest rate is G per cent, it would want 
to make the difference of 4 per cent, and so would send home the 
notes of the competing bank. 

The second motive would be to convert the notes, which are a mere 
credit, into reserve money, because then the bank can loan from four 
to six times as much as it could if it were to loan the notes them- 
selves out again. 

It is therefore clear that a tax of 6 per cent, where the rate of in- 
terest is 6 per cent, would absolutely destroy the first motive for 
returning the notes to the maker. 

All business is based upon selfishness ^ and certainly the banking 
btmness is no exception to the rule. Indeed^ banking is the very 
refinement of business^ and therefore the very refinement of selfishness. 

THE HIGH-TAX ADVOCATE. 

But the advocate of the high tax may reply : " I can deposit with 
the Government lawful or reserve money to the amount of the notes 
I have outstanding, and so retire that ampunt of currency and relieve 
myself of the tax when the currency is no longer needed." 

But just what has the high- tax advocate accomplished, should he 
pursue this course? He has put into the Treasury and therefore has 
exchanged reserve money for credit notes to the amount of his de- 
posit ; a most undesirable thing if the reserve money were to remain 
there. 

But the reserve money would not remain in the Treasury, for any 
sensible Secretary of the Treasury would immediately pay it out 
again ; and so we should have no contraction whatever. The reserve 
money would be redeposited in the banks, and the bank notes would 
continue in circulation and no tax would be paid upon them. 

Such a scheme would be an utter failure in every respect, simply 
because it is in violation of both commercial and economic law. 

So far as I can ascertain, the whole theory of a high tax has 
sprung from the experience of the clearing houses in retiring their 
certificates. But the facts are entirely different. 

In the case of the clearing houses, the certificates never leave the 
immediate circle of membership, and, therefore, can be retired at 
will bjr actually withdrawing them; while the bank notes may cir- 
culate in every State of the Union, some of them being in the cotton 
fields of Mississippi, some of them in the shoe factories of Massachu- 
setts, some of them in the cornfields of Iowa, and some in the lumber- 
ing camps of Oregon ; and the banker ha^ no way of getting possession 
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of them unless they are returned to him for redemption in the regular 
course of business. 

A REAS0NABIJ3 TAX. 

NoWj there are three good reasons why there should be a tax of 
some kind upon true bari notes. 

First. There should be a small tax, say one- fourth of 1 per cent pjer 
annum, to create a guaranty fund to pay the notes of banks that fail ; 
for every note holder who lives at a distance from the bank of issue 
is an involuntary holder of the notes, and public policy demands that 
he should be protected, in order that our currency may be good be- 
yond peradventure and acceptable everj^where. 

Second. There should be a tax of possibly 1 per cent to pay the cost 
of transmission and redemption. 

Third. Since the banks of the country have adopted the practice 
of paying upon the average about 2 per cent upon bank balances, it 
would be reasonable to impose a tax of this amount upon true bank 
notes, since they are only another form of deposits. 

But the total tax should not exceed 2 per cent, out of which the 
guaranty fund and the cost of transmission and redemption would be 
taken. 

CURBENT REDEMPTION. 

Let every bank in the United States be brought within twenty- four 
hours of a redemption agency and let all the cost of the transmission 
and redemption of the notes be paid by the United States out of the 2 
per cent tax imposed upon the notes ; then every bank note issued will 
be placed upon the same footing with checks and drafts and will be 
sent home as directly and swiffly as checks and drafts are, and our 
bank notes will always be adequate to the demands, no more, no less, 
expanding automatically to meet every call and retiring automatic- 
ally as the demand ceases. 

This is precisely what is happening to-day in Japan, Scotland, 
(jermanj, France, Canada, and other coimtries, and be it remembered 
that it is wholly due to the law of economic gravitation, expressed 
in selfishness, cupidity, greed, and certainty of profit, and not in any 
instance to a tax upon note issues. 

A PRACTICAL ILLUSTRATION. 

I assert that if last July, when the demand for currency be^n, the 
banks of the United States had been authorized to convert their bank- 
book credits into bank-note credits, we should have escaped the calam- 
ities growing out of the currency panic this fall. 

Now, note just what would have happened. There is an extraordi- 
nary demand for currency in this country, beginning with July and 
terminating about the 1st of Januarv, amounting to about three 
hudred mmions of dollars, and it is known that the banks in our 
ffreat commercial centers, like St. Paul, Omaha, Kansas City, St. 
Louis, New Orleans, Chicago, and the cities throughout the East, are 
owing to the banks throughout the country districts a sum largely 
in excess of this amount. 

// the banks located in these cormnercial centers had been author^ 
izea to issue cashier*s checks payable to bearer^ or credit bank notesj 
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they could fiave responded to this demand for three hundred millions 
of currency and paid of the bankers in the country districts without 
increasing their liabilities to the extent of one dollar and without 
cdding one single dollar to their reserves^ for the banks issuing these 
cashier^s checks or bank notes should carry the same reserves against 
these bank notes as they now do against their deposits subject to check 
or draft. It would have been simply a matter of bookkeeping ; the 
banks in the com/mercial centers would have charged the banks in 
the country districts with the amount of notes sent and credited their 
own cashiers with a similar amount. 

There has not been expansion to the extent of a single dollar; there 
has not been inflation to the extent of a single dollar^ and when the de- 
mand through the country districts began to diminish in Janua/ry 
these cashier^s checks or credit notes would be returned to the hanks 
that issued them and be paid in cash or deposited to the credit of the 
bank sending them in^ and so be reconverted into a bank-book credit 
subject to cTieck, 

CLEARING-HOUSE CERTITICATES. 

When universal panic struck our beloved country in the very midst 
of abounding prosperity and we were in the throes of commercial dis- 
tress, natural law pointed out the way. It was through the use of cur- 
rent credit, related to and based upon the consumable commodities of 
the country — the things we eat, wear, and use. 

What was it? It was the clearing-house certificate and cashier's 
check — a pure credit currency. This sprang into being under the pres- 
sure of necessity, and will automatically disappear as that necessity 
recedes, perfectly adjusting itself to every condition from day to day. 

These clearing-house certificates and cashier's checks were issued 
without authority of law and under very great disadvantages, because 
it was necessary to successfully evade the law. And yet, will any man 
say that this credit currency did not save us from a commercial disas- 
ter which would beggar the imagination of any human being? 

Ha^ this great lesson taught us nothing? God forbid. 

Now, mark this : While all these credits will soon disappear, you will 
find that the immobile, sodden mass of Government Dond-secured 
notes will remain to a single dollar and will pile up and crowd them- 
selves into the reserves of our banking institutions — State banks, 
trust companies, private banks, and even into our national banks, 
forcing out a corresponding amount of gold, and so undermining the 
$12,000,000,000 of credits in this country. 

/ warn you now against the fathornless abyss of inflation we are 
slowly but certainly approachino. Shall we stop now or proceed and 
hasten the day and guarantee the result by adding State, municipdly 
and railroad bonds as a basis of bank currency? 

QUESTION MUST BE SETTLED RIGHT. 

Gentlemen^ until we adopt this principle and relate our currency 
to and base it upon the consumable commodities of the -country, we 
shall experiment in vain. As I wrote to Secretary Cortelyou, "All 
these superficial tricks and mechanical devices will fail; and, after 
stumbling about for five, ten, fifty, or possibly one hundred years, 
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we shall come back to these fundamental economic principles which 
work economy and justice to all who are affected by them." 

Gentlemen, I know that this question will never be settled right 
until it is submitted to the people for decision precisely as the ques- 
tion of the establishment of the gold standard was submitted to them, 
and I know equally well that the people's intelligence and patriotism 
will decide this question as that was decided — right. 

/ know that if the Senate and the House of Representatives do 
anything before a great educational campaign upon this subject^ it 
wU simply be to sew another rotten patch upon an old ragged gar- 
ment already well-nigh covered with rotten patches. 

THE QUESTION RESTS WITH THE PEOPLE. 

This question is not up to Congress now — it has parsed that. It 
is up to the people of the United States; it is up to you^ the men 
within the sound of my voice. Will you do your duty and make this 
question the issue of the hour^ or will you let the politicians nuike 
your issues for you? 

There is not a laborer, not a manufacturer, not a merchant in the 
United States to whom this question is not of vastly greater import- 
ance than all other questions combined. Indeed, when we consider 
what may happen to the commercial interests of this country at any 
moment, all other questions sink into nothingness in comparison. 

Labor is now paying a penalty of $150,000,000 a year, as I have 
pointed out, to keep up the grotesque farrago of our financial cur- 
rency practices. Hundreds of thousands of men are now idle; two 
millions of men may be idle as the result of present conditions ; and, 
so long as we continue these conditions, will we constantly jeopardize 
the prosperity of the people and the welfare of the whole country. 
For it will be an accident every fall if we ^et through without a 
repetition of our present experience, bitterly intensified, too, should 
the misfortune overtake us when general conditions were bad. 

. Mark my warning to-night. I challenge the attention^ the intel- 
ligence^ the self-interest^ the patriotism^ and the conscience of the 
American people; and^ in the face of what has transpired during the 
last thirty days. I charge all the responsibility for the future upon 
the people of trie United States^ and especially upon you who hear 
me now^ for you have it in your power to demand a full discussion 
of this question before th^ people^ and a verdict at their hands. Will 
you do it? 

THE NEEDS OF THE HOUR. 

As the contest for the gold standard brought confidence, strength, 
stability, progress, and prosperity to our country, so will a campaign 
for a scientific, sound, and wise financial and currency system lead 
us out of our difficulty, protect us against like dangers and immeas- 
urably greater misfortunes in the future, and guarantee to us perma- 
nent conditions. 

In the first throes of this currency panic I was asked about the ad- 
visability of an extra session of Congress, and replied : " No ; we 
want no more unrest, apprehension, destruction of credit, and dis- 
turbance of confidence in American business ; we want rest, recupera- 
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tion, construction, and a revival of faith anji hope in American man- 

We want less sensation and more sense. 

We want less dynamite and destruction and more cement and con- 
^ruction. 

We want less constitutional anarchism and more constitutional 
liberty. 

We want less govemmentalism and more individualism. 

Bemember ! remember I my countrymen ! remember ! that the cor- 
nerstone of this Eepublic is a free man. Physically free, intellect- 
ually free, religiously free, politically free, commercially free. That 
its very foundations rest upon local self-government, and that if it 
endures forever it must be through the conscience, intelligence, and 
strength of the people themselves. 

All our surpassing achievements and national glory are traceable 
to the individualism and personal initiative of the American people, 
and our sole hope of a triumphant and transcendent future is in an 
absolutely free man. 

Let us see to it then that no citizen secures any advantage whatever 
over any other citizen through the forms of taw^ hut that all have 
and enjoy equal opportunities under the operation of absolutely equal 
and just laws. 

Let us see to it that no corporation secures any advantage whatever 
over any other corporation through the forms of law; that no corpo- 
ration secures any advantage whatever over any priva;te citizen 
through the forms of law^ and that no corporation secures any advan- 
tage whatever over the people themselves through the forms of law^ 
hut that every grant of power hy the people to a corporation giving it 
a leaalized monopoly shall have its corollary and counterpart in legal- 
ized regulations. 

Whatever our problems may be, however difficult our tasks mav be, 
I have absolute confidence in the intelligence and conscience of the 
people to solve and settle them wisely and justly, and I believe that 
they will not condone crime or wrongdoing of any kind at any time 
or anywhere. 

I believe that the American citizenship of 1907 is morally and intel- 
lectually better and higher than that of one hundred years ago. I 
believe that we are better to-day than we were yesterday, and that we 
shall be better to-morrow than we are to-day. 

I believe that American manhood and womanhood, man for man 
and woman for woman, are vastly superior to the manhood and 
womanhood of any other nation on this globe. 

Let us respect ourselves as we are entitled to, and then others will 
respect us; and let us so live that all nations will recognize in the typ- 
ical American the ideal individual citizen of the world for all the 
centuries to come. 

PLATFORM FOR SCIENTinC, SOUND, AND WISE FINANCIAL AND CURRENCY 

SYSTEM. 

We demand that the reserves in our hanks shall he in ^old coin^ 
and shall he ample to prove their credits and to protect their millions 
of depositors^ who have $12^00 fiOOfiOO to their credit. 
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We demand that the depositors shall have the option of taking 
their credit in the form of a book credit subject to check, or in the 
form of a current credit in bank notes. 

We assert that the masses, who use currency instead of checks, are 
entitled to have just as economical and cheap credits as the rich and 
powerful who keep bank accounts. 

We demand that the currency of the country shall be related to and 
be based upon the products or our labor, the consumable commodi- 
ties of the country, the things we eat, wear, and use, and that our cur- 
rency shall be measured in gold by currently redeeming it in gold 
coin. Such a currency is absolutely sound, biecause as good as gold, 
and comes into existence with purchase and production, and disap- 
pears with sales and consumption. Therefore it always perfectly 
responds to the ever- varying demands of trade. 

We demand such a reform of the financial and currency practices 
of the United States as will save to the laborers, manufacturers, and 
merchants the $150,000,000 per annum now wasted because our reserve 
and banking capital are uselessly employed. 

In support of these propositions we cite the following illustrations 
of where bank deposits and bank notes are interchangeable : 



Deposits. 



Note issues. 



The BaDk ol Prance —^ 

11 Scotch banks , 

35 Canadian banks 

510 New England banks in Suffolk system. 



$100,000,000 

500,000,000 

600,000,000 

25,000,000 



$1,000,000,000 
40,000,000 
75,000,000 
55.000.000 



We assert that a credit currency, currently redeemed in gold coin, 
does not mean expansion and can not lead to inflation ; and in sup- 
port of this proposition we submit the following illustrations: 



Permissible 
issue. 



Actual issue. 



France 

Canada 

Scotland 

First United States Bank-._. 
Second United States Bank.. 

Bank ol Indiana 

Bank of Iowa . 

New England Suffolk system. 



$929,000,000 

83,000,000 

40,000.000 

5,000,000 

23,000,000 

4,900,000 

1,400,000 

55,000,000 



LIFE or A CREDIT NOTE VERSUS A BOND-SECURED NOTE. 

The life of a true credit note or the time it remains out in circula- 
tion is absolute proof, indeed mathematical proof, that these notes 
are always just adequate to and never in excess of the requirements of 
trade. To illustrate this fact we submit the experience of the Scotch 
and Canadian banks, and of New England banks clearing through 
the SuflFolk Bank at Boston, and the record made by the national 
banking system, as follows: 

Days. 

The note of the Scotch banking system remains out 18 

The note of the Canadian banking system remains out 30 

The note of the New England (Suffolk) banking system remained out only. 45 
The average life of our national-bank bond-secured note is just the life of 
the paper upon which it is printed 730 
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Therefore, it is demonstrated that the life of our bond-secured note 
bears no relation to the business of the country. 

We assert that it is wholly immaterial whether there is only 1 
central bank of issue, as in France, or 11 banks of issue with branches, 
as in Scotland, or 36 banks of issue, with 1,600 branches, as in Canada, 
or whether there are 515 independent individual banks of issue, as 
there were in New England before the war, or 5,000 or 25,000 banks 
of issue ; and that it is wholly immaterial whether each bank of issue 
has $25,000 capital, or $250,000 capital, or $2,500,000 capital, or 
$25,000,000 of capital — ^the principle is the same. 

We assert that the law controllinff the movement of credit, con- 
stantly measured in gold, our standard of value, unless imwisely 
interfered with by some foolish device of man, is as certain and 
absolute in its operation as the law of gravitation or any other law 
of God. 

The absolute proof of this statement is found in the daily redemp- 
tion of checks and drafts and cashier's checks payable to order; and 
the operation of this great law would not be suspended if the cashier's 
checks should be made payable to bearer, a current credit, and the 
customers of our banks should take these cashier's checks because 
they desired a current credit in preference to using their own checks 
which are not current, but only pass by indorsement. 

We base this declaration upon natural law and the experience of 
all the civilized nations of the world. 



FINANCIAL AND CURRENCY PRINCIPLES. 

REPORT NO. 5629. 

FiFrr-NiNTH CoNOBESs, Second Session. 
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FINANCIAL AND OURRENOT PRINCIPLES. 

[House Report No. 5629. Fifty-ninth Ck>ngre88, second session.] 

Mr. Fowler, from the Committee on Banking and Currency, sub- 
mitted the following report: 

AN IMPORTANT PRINC5IPLB. 

Your committee reiterates its often repeated assertion that bank- 
book credits are identical with bank-note credits, and that it should 
be at the option of a depositor of a bank to say whether he shall 
have a current credit of the bank or a book credit subject to his check. 

The currency commission, representing the American Bankers' 
Association, has recently enunciated this principle so well in the 
following language that your committee quotes it with unqualified 
approval: 

A bank note is essentially the same in principle as a deposit payable on de- 
mand. It is a book deposit converted into such form that it passes current. It 
resembles in character a demand certificate of deposit or cashier's check — simply 
a current deposit liability of the bank. 

For the purpose of illustrating acutely the importance of incorpo- 
rating this principle into our banking laws your committee challenges 
the attention of the House with the words of its chairman, Hon. 
Charles N. Fowler, uttered at St. Louis, October 19, 1906, during the 
recent convention '^f the American Bankers' Association : 

It has been observed that during the crop-moving period this year, from July 
1, there will have to be sent into our great agricultural sections $200,000,000 of 
currency, or money for the purpose of moving the crops. Let us assume tliat 
this amount is due from the banks in the money centers to the banks located 
in the crop-growing territory, and that on the first day of July the demands 
for this amount were met in the denominations asked for by the cashier's checks 
drawn to bearer or credit bank notes. What would be the result? 

All the country banks would be paid off in fuU, but the city banks would have 
a corresponding liability to meet in the form of cashier's checks or credit bank 
notes, for the two are identical. What has actually taken place? Bank-book 
credits have been converted into bank-note credits to the extent of $200,000,000. 

The bank credits of the country have not been increased by a single doUar. 
The reserves have not been disturbed to the extent of a single cent. There has 
been neither expansion nor contraction. It has been a simple transaction in 
bookkeeping; and yet the entire crop-raising and stock-producing regions have 
been served precisely as they would have been or are being served to-day by 
the withdrawal and transmission of $200,000,000 of reserve money, gold certi- 
ficates, silver certificates, and United States notes, requiring a contraction of 
credit approximately one thousand million dollars, nothing less than a commer- 
cial tragedy. I challenge any man in this audience to deny these statements 
and controvert these conclusions. 

But will it be suggested that this is a large conversion of book credits into 
note credits at one time? Let us see. The deposits or book credits of the 
national banks alone are now nearly $6,000,000,()00. Therefore the conversion 
of $200,000,000 of deposits or book credits into note credits is only a little over 
3 per cent of ,the total. 

Again, since the aggregate of all bank deposits in corporate and private insti- 
tutions is now about $15,000,000,000, it would be a conversion of only 1^ per 
cent of the total deposits or book credits into note credits. 

But the fact is that, whether large or small relatively, it is whoUy immaterial, 
for the transaction does not change the total bank credits to the extent of a 
single cent. 

Ricardo says : 

The issuers of paper money should regulate their issues solely by th^ price of 
bullion and never by the quantity of their paper in circulation. The quantity 
can never be too great or too little, while it preserves the same value as the 
standard. 
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SCIENTIFIC BANKING SYSTEM. 119 

CREDIT NOTES AND DEPOSITS. 

Your committee asserts that it is immaterial whether the obliga- 
tions of a bank are in the form of deposits subject to check or of 
credit bank notes, providing that the reserves are ample and the 
same amount is required for the protection of each. With the same 
freedom on the part of the bank to issue its credit notes that it has 
to accept deposits subject to check the habits of a people will deter- 
mine whether the deposits of a bank or its credit notes are the larger. 

For one hundred and forty years there was no such thing in Scot- 
land as a deposit subject to check. The banks simply exchanged 
their credit notes payable on demand for the time obhgations of the 
people. 

On December 31, 1905, the people of Scotland held the credit notes 
of the eleven banfcp of Scotland to the extent of $35,000,000; and 
there was on deposit in the same banks to the credit of the people, 
subiect to check, $500,000,000, disclosing a complete change of habit 
in tne use of credit. 

On May 31, 1906, the people of France held the credit notes of the 
Bank of France to the extent of $954,000,000; and there was on 
deposit in the Bank of France to the credit of the yeople, subject to 
check, only one-eighth of this amount, or $124,000,000, showing that 
the people of France prefer and use current credit instead of book 
credit subject to check. 

On December 31, 1905, the people of (Jermany held the credit notes 
of the Imperial Bank of Germany to the extent of $419,000,000; and 
there was on deposit to the credit of the people, subject to check, only 
$159,000,000, which indicates that the German people prefer the cur- 
rent credits of the bank to book credits subject to check. 

On June 30, 1906, the people of Canada held credit notes of the 34 
banks of Canada to the extent of $69,000,000; but their deposits 
subject to check amounted to $598,000,000, or more than eight fold, 
proving that the habit of using checks largely prevails witb them 
over note or current credits. 

Here, then, are four countries where there is a perfect freedom of 
exchange between bank-book credits and bank-note credits, and 
where tne relations between the two are constantly changing in per- 
fect accord with the desire and convenience of the people. 

Indeed, a true credit currency is the currency of the civilized world, 
with only an exception or two to accentuate the rule. To such 
exceptions your committee will presently allude. 

ADVANTAGES OF A C5REDIT CURRENCY. 

The advantages of a credit currency are these: 

First. It will lower and equalize the rates of interest throughout 
the United States. 

Second. It will make the rates practically uniform throughout the 
year. 

Third. It will give to the country districts as economical a form of 
credit as the cities enjoy where checks are chiefly used. 

Fourth. It will give to the mass of the people, who Use currency in 
their smaller purchases, as economical a form of credit as those enjoy 
who use checKs in their larger transactions. 
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Fifth. It wiU make it possible for the banks geaeraU^ to serve such 
of their customers as may want currency without disturbing their 
reserves to the ^at injury of other customers who hare loans 
which must be paid before the currency can be advanced; for it is 
immaterial to a bank whether it owes a depositor or a note holder. 

Sixth. It will almost invariably prevent any panic whatever, and 
wiU always avert a ruinous crisis. 

Seventh. If at any time contraction of credits becomes necessary 
because too much of the commercial fund has been diverted and trans- 
formed into the investment fund, a credit currency will facilitate 
liquidation without that destruction of values inciuent to a fixed 
quantity of currency such as we now have. 

For the edification of the House, your committee submits the fol- 
lowing diagrams, which demonstrate that while there is no country in 
the world which needs a credit currency so much as ours, it is the only 
coimtry in the world with a currency absolutely fixed, so far as 
adjustmg itself to our varying needs in the slightest degree is 
concerned. 

The conditions in Canada, all things considered, are more nearly 
like our own than those of any other country; for, once every year, 
there is a very great demand for currency. Thi*^ demand the Cana- 
dian banks supply, each recurring season, with a facility that must 
challenge the attention of every thoughtful and fair-minded man. 

For the years 1903, 1904, and 1905 it will be observed that the 
increase and decrease, or expansion and contraction, of the Canadian 
bank notes approximate on the average 30 per cent, while our bank 
circulation was diu'ing this whole time moving only in one direction. 
It rose as persistently from January to July, when it should have 
contracted, as it did from July to January, when the crops had to be 
moved. The diagram discloses with startling nicety how accurately 
every fall, in the month of October, the Canadian currency was at 
its maximum. 

Yom* committee desires to impress upon your attention the fact 
that in May and November there are settlements in Scotland, and 
that these are perfectly reflected in the accompanying diagram. 
This again demonstrates the peculiar fitness of a crecht currency to 
come and go as the business needs of any coimtry require it. 

Yom* committee calls the attention of the House to the Grerman 
system, in which there are fom* regular periods when the currency 
goes out and retuiais. There are quarterly settlement days in Ger- 
many. On these days the notes or the Imperial Bank, with perfect 
regularity, go out and do the work they are sent to perform, accom- 
phshine it precisely as checks do. Then they return to the bank to 
await the next summons from the demands of trade. 

So your committee might take up each of the coimtries with 
whose currency movements our own are compared and point out 
the reasons for the variations indicated. The per capita range of 
expansion and contraction for the various countries is as follows: 
Canada, $3.29; Germany, $2.12; France, $1.73; Austria-Hungary, 
$1.28; Japan, $0.48; England, $0.47; Scotland, $1.22. 

If our variation per capita each year was as great as that of Canada, 
it would amount to $276,360,000. If it was the average of all the 
above countries, it would be $1.50 per capita, or a total of $126,000,000. 
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England has been included in the Ust for comparison because, being 
the financial center, the commercial clearing house of the world, it 
has a constant movement of gold flowing in and out which gives her 
a degree of elasticity which would be impossible but for that fact, and 
therefore England occupies a unique position. Again, both Scotland 
and Ireland nave perfect systems of credit currency to meet their 
YaryiBg needs. 

NATIONAL BANK OUBBENGT. 

Your committee submits that every thoughtful man must inquire 
why there is not the sHghtest variation in the quantity of our cur- 
Tency, which can in any way be attributed to the changing conditions 
of*our business. Especially is this fact accentuated when we know 
that if we had a true credit currency system, such as exists in Can- 
ada, our increase and decrease would approximate $250,000,000. 

Why this absolute fixity of quantity imder all the varying condi- 
tions of the seasons? The reasons are these: 

First. Our national-bank currency represents actual capital; every 
$100,000 of it representing $104,000 of cash paid out, the loanable 
fund of the coimtry being actually reduced because of this system 
by more than $20,000,000 in these premiums, and when compared 
with a true credit ciuxency there is a sacrifice of more than 
$400,000,000 of capital. 

Second. Our national-bank ciUTcncy represents an investment in 
United States bonds, and is related only to the bonds as a specula- 
tion and in no way to the needs of business. Bonds, not business, 
brought it into being. 

Third. The law prohibits the retirement of more than $3,000,000 
of national-bank notes in any one month. It would take, therefore, 
fourteen years to retire the present outstanding circulation. 

Fourth. There are no adequate facilities for the current redemp- 
tion of our national-bank currency; hence, broadly speaking, it is 
redeemed only when the paper is worn out. 

No other courlry now has or ever had such a currency except 
Japan, where our system was imitated, but almost immediately 
repudiated, and a credit currency adopted in its stead. 

NATIONAL BANK-NOTE CXBCULATION, 1890-1906. 



Total national-hank notes outstanding at the end of August and December 
named and at the end of thefollovnng April. 


in (he yean 


Year. 


August. 


December. 


April. 


1890 


133 
159 
13 
48 

145 
142 
156 
«4 
153 
i90 
03 
83 
87 
88 
06 
03 


$1 176 
1 07 

1 71 

2 05 
2 37 
2 ^ 
2 !90 
2 !16 
2 03 

2 ©7 

3 00 
3 11 

3 114 

4 f79 
4 176 
6 147 


$171,805,064 


1891 


172,629,461 


1892 


176,094,544 


1898 


207,875,606 


1894 


207,541,211 


1895 


221,316,027 


1896 


233,795,141 


1897 


224,481,878 


1898 


243,134,892 


1899 


271,034,337 


19Q0 


850,101,406 


lOOl 


357,476,407 


10Q8 


382,619,258 


1803 


434,909,942 


1904 


475,948,944 


1905 


656;646;^ 


1906 
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The foregoing diagrams, as well as the above-tabulated statement, 
confirm these conclusions^ for, by examination, the House will fina 
there were seyaral falls when our currency ought to have increased, 
but was actually reduced, and several springs when it ought to have 
diminished, but was actually increased, proving that bond speculation 
and not business requirements controls the quantity of oiu* durenc^r* 

Your committee rurther submit the following review and survey 
of the subject for the information of the House: 

TRANSACTIONS IN CBEDrT. 

Alexander Hamilton, with the unerring instinct of a financial 
genius, stated the underlying principle cleany and well when he sf5d: 

Every loan which a bank makes is, in its first shape, a credit ^ven to the borrower 
on its books, the amount of which it stands ready to pay. either in its own notes or in 
gold or silver, at his option. But in a laige number oi cases no actual parent is 
made in either. The i>orrower, frequently by a check or order, transfers his credit 
to some other person to whom he has a payment to make, who, in his turn, is as often 
content with a similar credit, because he is satisfied that he can whenever he pleases 
either convert it into cash or pass it to some other hand as an equivalent for it. And 
in this manner the credit keeps circulating, performing in every stage the office of 
money, till it is extinguished by a discount witn some other per^n who has a payment 
to make to the bank to an equal or greater amount. Thus large sums are lent and 
paid, frequently through a variety Si hands, without the intervention of a single 
piece of coin. 

Though these words were uttered more than a hundred years ago, 
with what prophetic vision did Hamilton anticipate the practice of 
our own time, more than 90 per cent of our vast transactions being in 
some form of credit and less than 4 per cent in actual coin. 

If the convenience of the people m any locality or line of business, 
such as that of the farmer or the manuf actiu'er, prefers the bank note 
to the deposit and check, the bank note ought to be provided for all 
those whose credit entitles them to the favor of the bank. 

The true bank note is not real money any more than a check is real 
money. Each should entitle the holder to the amount it calls for in 
in gold coin. 

THE SCOTCH SYSTEM OP CREDrT NOTES. 

The great achievements of the Scotch system of credit notes is 
exceedingly well stated by Mr. Charles A. Conant in these words: 

1. It has provided Scotland with an elastic currency adapted to the condition of 
her industries and adequate in volume to their changing needs. 

2. It has enabled the people to carry on numerous commercial and agricultural 
transactions for which they could not have found the necessary quantity of coin and 
has economized the locking up of capital in the precious metals. 

3. It has made the use of notes of small denominations familiar and popular, and has 
taught the people the distinction between bank notes as the representatives of credit 
and the precious metals as the measures of value. 

4. It has brought into active use the available savings and capital of the countrv. 
6. It has afforded an opportunity for entering upon business to thousands of poor but 

honest men and enabled them to lay the foundation of a comfortable home and in many 
cases of a fortune. 

6. It has convinced the people so conclusively of the value and safety of the banking 
currency system that no serious panic has ever lasted beyond a few days or has ever 
affected any of the banks except those which were justly the subject of distrust. 
(Conant's History of Modem Banks of Issue, p. 155.) 
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FRENCH BANK NOTES. 

Standing out even more conspicuously as a representative of a pure 
credit system, the Bank of France surpasses in some respects even 
the Scotch banks, since certain trammels have been thrown around the 
latter in the name of safeguards, because, forsooth, the English banks 
had disastrous experiences due to unwise laws. 

In 1803, when the charter of the Bank of France was imder con- 
sideration for renewal. Napoleon, with his own hand, inserted in the 
draft of the bill these prerequisites for note issues: 

"The notes shall be covered either by coin held by the bank or by 
notes secured by collateral or by notes signed by three responsible 
persons." 

That is the law te^day with regard to its note issues. Nothing 
could be in more perfect consonance with sound banking. Nothing 
could be a truer and safer basis for a credit currency or for a credit at 
a bank against which to draw checks. 

There is nothing in the law of France requiring the banks te carry 
any particular reserve, but experience has taught the managers of the 
Bank of France that a certain reserve is essential te insure confidence 
and protect the credit of the institution. 

But the vast reserve of gold carried hj the Bank of France is not 
a reserve to protect the notes as distinguished from the other liabili- 
ties of the bank, but to protect them in common with all the other 
obligations. 

If anyone supposes that the Bank of France carries $588,000,000, 
or more than 50 per cent of its notes, to protect its notes alone, he is 
laboring under a profound delusion, and his dream is rendered ridicu- 
lous when he is reminded of the fact that if the bank holds all this 
sum as a note reserve it has made no provision whatever for the pro- 
tection of its other demand obligations, amounting te more tnan 
$200,000,000. 

As well might we saj that the banks of Scotland are carrying 
$135,000,000 of gold coin to protect their $40,000,000 of notes and 
not to protect their other demand obligations, amounting to more than 
$600,000,000. 

Let it be distinctly understood, once for all, that it requires just the 
same reserve to protect $100,000 of deposits, subject to check, as it 
does te protect $100,000 of credit notes, and that there is not the 
slightest diflference between them as liabilities, both being current 
accounts and payable upon demand in legal tender should the creditor 
so require. 

In France both the note holder and the depositor stand upon identi- 
cally the same footing, neither being protected more than the other by 
a guaranty fund or a prior lien. Although the notes of the Bank of 
France amount to $929,000,000, or more than five times the deposits, 
which amount to only $200,000,000, the Frenchman has as mucn con- 
fidence in his note as any American has in our bank note or any Eng- 
lishman in a Bank of England note. 

The note of the Bank of France, however, is the purest kind of a 
credit note. It rests entirely upon the credit of the Bank of France 
and is protected only by its general assets. It has always been a 
practically unlimited issue, because the limit has always been far 
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aboye the requirements of trade, being to-day fixed by law at 
$1,450,000,000, while the actual issue is onlv $1,193,000,000. 

In 1903 one hundred years had expired jsmce Napoleon prescaiibed 
the basis of this ideal credit note wnich has done so much to give 
(Yance the lowest interest rate in the world, thus proving that \mile 
she has had the cheapest tool with which to do her commercial work 
that tool has been as good as the best in the world. 

The Bank of France has a capital of $35,000,000 and carries a 
raserre of $588,000,000. 

This capital and gold reserve are, first, to protect all the liabilities 
of the bank — the current accounts, deposits, and notes; second, to 
guarantee the parity of gold and silver and in that way the stability 
of the monetary system of France, and, third, to estabfish a commer- 
dal reserve for the protection of all French credits. 

GERMAN BANK NOTES. 

The Reichsbank, or Imperial Bank of Germany, was created in 
1875 out of the Bank of Prussia^ which had existed since 1765. 

Tbis bank is obUged to hold in its vaults, as security for the amount 
of its bank notes in actual circulation at any time, one-third in current 
German gold. Government certificates, or in bullion or foreign coin 
(the pound fine being reckoned at $348), and the balance in discoimted 
notes which bear a maturity of three months at the longest, and on 
which the names of three or at least two persons known to be respon- 
sible stand as indorsers. When the circulation exceeds the metallic 
reserve by the arbitrary amount of $112,500,000, upon which there 
is no tax, a tax of 5 per cent is imposed. 

No bond or guaranty fund stands between the note holder and pos- 
sible loss. In case of the liquidation of the bank the note holder and 
the depositor stand on the same footing. 

Here is a true credit currencv, with a basis and a relation to the 
deposit identical with that of the Bank of France to all intents and 
purposes, the only essential difference being in the nominal limit upon 
notes of the Bank of France and the 5 per cent tax imposed, imder 
certain conditions, upon notes of the Imperial Bank of Germany. 

The entire capital of $37,500,000, with a surplus of $10,125,000 and 
a metallic reserve of $200,000,000, not only serves the purpose of 
protecting the bank's own liabilities, but is considered as the com- 
mercial reserve of German credits. Therefore he who assumes that 
the entire metallic reserve is intended to protect the notes of the bank 
utterly misapprehends its purpose; for if the law made no require- 
ment whatever the reserve would not be a single mark less. liaws 
more powerful than written statutes control the motives and poUcies 
of the managers. 

While neither bonds nor gold coin are set apart to protect specially 
the bank notes, does any American suppose that the German people 
hesitate to take them or do not accept them with all the assiu^ance ne 
may possess when boasting of the Ajnerican bank note? 

ENGLAND HAS RECOURSE TO A CREDrT CURRENCY. 

The Bank of England, too, issues a credit currency whenever the 
emergency arises. Since the passage of the bank act of 1844, which 
was supposed to plant the cxurency of Great Britain upon coin or 
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bullion alone, in every case where a crisis has arisen or has been 
threateningly impending the bank act has been suspended. It was 
suspended three years later, in 1847. It was suspended ten years 
later, in 1857, and nine years later, in 1866, and bank notes issued 
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The right of note issue, then, by the terms of the act was measured 
by the capital; and yet in 1811 the balance sheet showed only 
S5,037,125 of notes out, although the bank had the right to issue 
$10,000,000. 

Fint bank of UnUed States — BtaUmerU of condition^ January y 1811, 

RESOURCES. 

Loans and discoiints $14, 578, 294 

United States 6 per cent stock 2,750,000 

Other United States indebtedness 57,046 

Due from other banks 894, 145 

Real estate 500,653 

Notes of other banks on hand 393, 341 

Specie 5,009,567 

Total 24,183,046 

LIABILITIES. 

Capital Stock $10,000,000 

Undivided surplus 509, 678 

Circulating notes outstanding 5, 037, 125 

Individual deposits 1 5,900,423 

United States deposits 1, 929, 999 

Due to other banks 634,348 

Unpaid drafts outstanding 171, 473 

Total 24,183,046 

At the end of twenty years there were only eight branches, located 
at New Orleans, Savannah, Washington, Charleston, Norfolk, Balti- 
more, New York, and Boston, together with the home office at Phila- 
delphia, although they could "establish offices wherever they shall 
think best." 

The curse of unreasoning partisanship was abroad in the land then 
as now, and a renewal of tne charter was defeated in the House by a 
single vote, the motion to postpone indefinitely being carried by 65 
to 64. The vote in the Senate was a tie, and the question was decided 
by George Clinton, Vice-President, voting against it. 

Every note of the bank had been equal to coin in all pajts of the 
United States, and when it was liquidated the shareholders received 
$434 per share, or a premium of $34, the par being $400. 

THE SECOND UNITED STATES BANE. 

In his message of December 5, 1815, James Madison urged a Second 
United States Sank as the proper instrumentality by which we should 
again resume specie payments, and immediately his Secretary of the 
Treasury, Mr. Dallas, submitted a detailed plan. 

The Second United States Bank, with a capital of $35,000,000, was 
chartered by act of April 10, 1816, which contained these words: 

Thfe total amount of debts which the corporation shall at any time owe, whether 
by bond, bill or note, or other contract, over and above the debt or debts due foi 
money deposited in the bank, shall not exceed the sum of $35,000,000. 

Thus it will be seen that the issue of notes was limited }/0 the amount 
of the capital, and by the act they were redeemable in coin. The 
directors were authorized to establish branches. 
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When the partisan rage of Jackson over the Portsmouth branch 
appointment had obscured every public consideration, the work of 
destruction began, which resulted m tearing down an institution of 
great usefulness and setting back the evolution of a soimd system 
of banking and currency for nearly a century. 

For evade it as we may to-day the time will come when the under- 
lying principles of that institution will be incorporated into the laws 
of the land, and everv bank will be compelled to redeem its obliga- 
tions in gold coin. Then the banks will take their place among the 
financial institutions of the world, and their notes wiU once more be 
accepted throughout all the civilized parts of the earth. 

In 1829 Jackson assumed the duties of the Presidential office. 
James Parton, his eulogistic biographer, in speaking of the United 
States Bank at this time, says: 

Its capital was thirty-five millions. The public money deposited in its vaults aver- 
aged six or seven millions; its private deposits six millions more; its circulation twelve 
millions; its discounts more than forty millions a year; its annual jMofits more than 
three millions. There were 25 branches in the cities and towns of the Union. ♦ * ♦ 
In every coimty of the Union, in every nation on the globe were stockholders of the 
United States Bank. One-fifth of its stock was owned by foreig;ner8, one-fourth of its 
stock was owned by women, orphans, and the trustees of charit^r funds, so high, so 
unquestioned was its credit. Its bank notes were as good as gold in every part of the 
country. From Maine to Georgia, from Georgia to Astoria, a man could travel and 
pass these notes at every point without discount. Nay, in Sweden, Paris, Rome, 
Cairo, Calcutta, St. Petersburg, the notes of the Bank of uie United States were worti 
a fraction more or less than their value at home, according to the current rate of 
exchange. They could usually be sold at a premium at me remotest commercial 
centers. It was not uncommon for the stock of the bank to be sold at a premiiun of 40 
per cent. The directors of the bank were 25 in nimiber, of whom 6 were appointed 
by the President. The bank and its branches received and disbursed the entire 
revenues of the nation. 

Prindpdl xUtm of resources and liabilities of the Barik of the Umted States from 1817 

to 1840. 

RESOURCES. 



Year. 


Loans and 
discounts. 


Stocks. 




Banking 
houses. 


1817 


L95 

rso 
m 

L58 
L99 
169 
132 
)84 
H7 
121 

m 
m 

»5 
)57 

)13 
161 
'39 
145 
'09 
171 
137 
i93 


234 

m 
m 
eo 

{55 
\6l 
»52 
)14 
>27 

m 

(59 
{59 

m 
:90 
;8i 

NX) 






1818 




$175,201 
433,808 
1,296,626 
1886,724 
1,855,946 
1,956,764 
1,871,636 
1,852,936 
1,792,870 
1,678,192 
1634 260 
1,557,356 
1444,801 
1,344,761 
1 159,637 
1,181,071 
1,189,126 
1,218,896 
967404 
420,244 


1819 




1820 ... 




1821 . 


180 
174 
151 
150 
154 
126 
101 
»39 
»7 
[25 
i25 
169 
107 
;32 
»1 
155 
;63 
123 
(30 


1822 . 


18?? 


1R24 


1825 : 


18M 


1«27, . 


1828 


1829 


1830 


1831 


1832 


1833 


1834 




1835 




1836 




1837 


*"i4,'862;i08" 
17,957,497 
16,316,419 


1838 


443,109 


1899 


424,382 
610,604 


1840 
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Prirndpal iUm$ ^ nmmrcu mid liabUUUi of the Bank €f the United 8tate$Jrom 1817 

to 1540— Continued. 

RE80UROE&-Gontliiaed. 



TMir. 


Doeby 

European 
bankon. 


Doe tram 

State banks. 


Notes Of 


Specie. 


in? 




$8,848,316 
1,203,894 
2,624,797 
2,727,080 
1,178,197 
1,717,723 
1,407,573 
1,287,808 
2,130.095 
747,375 
1.683,510 


$587,201 

1,837,254 

1,877,909 

1,443,166 

077,022 

917,629 

•"-'>48 

73 

!24 

131 

183 

»6 

►78 

>47 

i06 

►76 

155 

., 340 

1,506,200 
1,7?6,491 
1,206,754 
866.597 
1,791,5% 
1,383,686 


$1,724,100 
2,515,949 
2,666,696 
3,392,755 
7,643,140 
4,761,299 


1818 


$1,033,682 

621,667 

261,548 

83,548 

1,107,637 

24,599 

1,434,020 

24.178 

421,.')L>4 

4r.0. 086 

35!i.740 

482,240 

1,530.553 

2,383,3.11 

Ol.fiOS 

3.10H.833 

1,801. (■.♦•.9 

1,922.498 

73, 171 


1819 


1820 


1821 


1822 


1823 


4,424,874 


1824 


5,813,694 
6,746,952 
3,960,158 
6,457,161 
6,170,045 


1826 


1820 


1827 


1828 


1829 


1.7^3,207 
l,rj9,458 

"*;-, 044,840" 
3,088,143 
3,058,870 
4,609,973 
4,088,005 
2,284.508 
3,657,261 
6,833,0t» 
7,469,422 


6,098,138 
7,608,076 


1830 


1831 


10,»)8,047 
7,038,023 


1832 


1833 


8,951,847 
10,039,237 
15,706,369 
8,417,988 
2,638,449 
3,770,842 
4,153,607 
1,469,674 


1834 


1835 


1830 ^ 

1837 


1838 




1839 




1849 











LIABILITIES. 



Year. 



Ciroula- 
tion. 



Deposits. 



Due to 

State 
banks. 



Due to 

bankers 

and others 

in Europe. 



Other 11a- 
UUties. 



Capital. 



1817. 
1818 
1819 
1820 
1821 
1822 
1823 
1824 
1826 
1826 
1827 
1828 
1829 
1830 
1831 
1832 
1833 
1834 
1835 
1836 
1837 
1838 
1839 
1840 



$1,911,200 
8,339,448 
6,663,760 
3,689,481 
4,567,053 
5,678,782 
4,361,058 
4,647,077 
6,068,394 
9,474,987 
8,549,409 
9,855,677 
11,901,656 
12,924,145 
16,251,267 
21,355,724 
17,518,217 
19,208,379 
17,339,797 
23,076,422 
11,447,968 
6,768,067 
6,982,621 
6,695,861 



$11 
12 

5 

6 

7 

8 

7 
13 
12 
11 
14 
14, tv/ 



17,0iil,<JI8 
16,045,782 
17,297,041 
22,761,434 
20,347,749 
10,838,555 
11,756,905 
6,061,456 
2,332,409 
2,616,713 
6,779,394 
3,338,521 



$1,697,401 



$1,357,778 
1,434,022 
2,a'>3,0a0 
2,053,074 
2,040,000 
1,202,710 
1,020,000 
2,407,282 
251,494 

l,4f.7,80ii 
1,447,748 



734,900 
1,951,103 
2,091,891 
1,522,124 
3,119,172 
2,660,694 
2,284,598 
'4,957,291 
3,061,895 
4,155,366 



6,926,364 
12,492,034 
12,770,000 

4,971,619 



$7,987,434 
9,260,351 
8,119,468 



The bank notes of this institution were pure credit notes, and yet 
were good for their face in gold not only at every point within our 
borders, but at every commercial center the whole world round. Can 
as much be said for the national-bank notes to-day? 



VIRGINIA BANKS. 



The Bank of Virginia was chartered January 13, 1804, with a capital 
of $1,600,000, the shares being apportioned as follows: Three tnou- 
sand five hundred to Richmond, 3,000 to Norfolk, 2,260 to Petersburg, 
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issue. And there it stands to-day, occupying the building it pur- 
chased from the United States Bank, a monument to tm sound 
principles upon which it was foimded. 

It may be most fittingly observed before passing that when in 
May, 1837, the bUghting wave of suspension swept rrom New York 
across the country these three banks of Kentucky held $1,900,000 in 
specie against $3,300,000 of notes in circulation— an object lesson for 
tnose who may possibly fear that banks can not obtain sufficient coin 
to-day to protect the notes they are permitted to issue. 

NORTH OABOLINA BANES. 

In 1858-59 the general assembly of the State of North Carolina 
chartered ''The Bams: of North Carolina," with a capital of $2,500,000, 
the power to have branches, and the right to issue its notes in double 
the amount of its capital, but not to exceed three times the specie on 
hand. 

Branches were established at Wilmington, Fayetteville, Tarboro, 
Windsor, Milton, Charlotte, and Morganton. 

In November, 1859, the statement showed that the bank held 
$683,842 in gold and only $13,148 in silver, or a ratio of 52 to 1. On 
October 20, 1860, the circulation was $1,311,301 and the specie 
$490,714, or a little more than $3 in specie for every dollar in circulation. 

In 1859 the Bank of Cape Fear held $481,550 in specie against 
$1,922,309 of circulation. The Bank of Wilmington held $66,462 in 
specie against $498,642 of circulation. The Bank of Fayetteville held 
$61,104 in specie against $233,375 of circulation. 

What a splendid exhibition this array of figures furnishes of the 
right principles of banking. It is hoped that every banker in the 
United States and every layman who is compelled to borrow or is 
inclined to think about the subject of finance may read the charter 
and the by-laws of the Bank of North Carolina and fully understand 
the profound meaning of the above figures in the light of the times 
and circumstances. 

NEW YORK BANKS. 

The very year that Jackson made his violent attack upon the 
United States Bank the legislature of New York passed what is 
known as " the safety-fund act,' ^ which became a law April 2, 1829. 

By that act the banks were required to pay into a safety; fund, to 
be held by the comptroller and treasurer, a tax on the capital stock 
at the rate of one-half per cent per annum, until the amount paid in 
was equal to 3 per cent of the capital. They could issue notes to 
double the amount of their capital, while their loans could not exceed 
two and one-half times their capital. 

From 1829 to 1841, notwithstanding the panic of 1837, no bank 
which had been organized under this law failed. The chancellor of 
the State, in construing the statute, imfortunately held that the 
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The institution was hardly under way when the panic of 1837 broko 
upon the country. The New York banks suspending compelled th< 
Indiana bank to follow in order that it could protect itself. John Ja,A 
Ejqox says: 

No bank in the country stood higher than did the State Bank of Indiana during 
the jMinic. In all the Western and Southern States its notes commanded a premium 
and in the East were taken at a small discount. * * * Its loans were made in 
small amounts and scattered all over the entire State, thus a£fording the greatest po^ 
■ible measure of relief. 

Great as was the success of this splendid institution, the Jacksonian 
Democrats, coining into power, at once began an assault upon it pre- 
cisely as their leader had laid the ax to the roots of the United States 
Bank. 

The Indiana Democrats failed to destroy the Bank of Indiana, but 
succeeded in passing a general banking law permitting banks to be 
established upon filmg with the auditor of the State the bonds or 
other evidences of debt of the Federal Grovemment or of any of the 
States as security for the notes to be issued. 

The State of Lidiana itself went into the business of issuing notes, 
and even plank-road companies issued them. The Indiana State 
notes coula be had for 60 cents on the dollar, and were called ''red 
dog." The plank-road notes and others of similar value were called 
"blue pup." 

The Bank of the State of Indiana, organized in 1855 with 20 
branches to take the place of the Indiana State Bank, maintained the 
same high standard as its predecessor, going through the panic of 1857 
without suspension, although every private bank m the State, except 
two at Indianapolis and one at Fort Wayne, went down. 

Bank of the Stale of Indiana, 



1858. 



18». 



1860. 



1882. 



18M.« 



BXS0URCE8. 



Loans and exchange . . . 

Real estate, etc 

Due from other banks. 

other securities 

Bills of other banks &. . . 
Specie 



15,154,548 
257,035 
982,731 



16,213,689 
316,930 
716,631 



$7,790,315 

263,949 

1,152,119 



LIABILITIES. 



Capital Stock. 

Snrplus 

Due otlier banks. 

Deposits 

Circulation 



■ 338,189 
1,085,894 



2,486,259 
348,382 
146,750 
986,468 

4,502,348 



264,964 
1,411,500 



2,988,431 
553,259 
81,663 
834,188 

4,303,286 



217,429 
1,917,368 



3,823,850 

738,905 

45,991 

1,186,870 

5,753,610 



$3,857,428 

241,210 

1,342,104 

407,218 

1,233,122 

3,472,360 



3,354,200 
1,005,852 
260,000 
2,033,795 
4,975,332 



$4,118,658 

169,315 

763,200 

930,830 

1,258,501 

1,417,067 



2,775,000 
1,346,66$ 
91,241 
2,755,68$ 
1,501,885 



• Before the reports of 1864 were made most of the branches had been converted into national banki^ 
and others were preparing for the conversion. AU but three became national banks. 

* Includes United States notes. 

THE STATE BANK OF OHIO. 

On February 24, 1845, the legislature of Ohio passed a bank act, 
under which the Ohio State Bank was organized with the right to 
establish branches and to issue notes. Each branch was required to 
deposit 10 per cent of the amount of its circulation to create a safety 
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fund to redeem the notes of any branch that might fail. In 1846 there 
^were 17 branches; in 1848, 25 branches; in 1849, 38 branches, and in 
1850, 39 branches. 

^ The note issues were of a purely credit character and were propor- 
tioned to the capital as follows: For the first $100,000 of capital there 
might be $200,000 of notes; for the second $100,000 of capital, 
$150,000 of notes; for the third $100,000 of capital, $125,000 of notes; 
for the fourth $100,000 of capital, $100,000 of notes, and for each 
additional $100,000 of capital, $75,000 of notes. 

The evident purpose or the act was to give the people a uniform 
and sound currency, and the plan succeeded admirably. "The State 
Bank of Ohio was regarded as one of the soundest in the coimtry."** 
The essence of the act was in the requirement that the notes issued 
by the respective branches should be redeemed in gold or silver coin, 
the lawful currency of the United States, and in the insurance given 
of this result by a reserve equal to 30 per cent, of which at least one- 
half should be gold or silver and the balance equivalent to gold or 
silver coin. 

THE BAKE OF THE STATE OF MISSOUBI. 

In the fatal 1837 the Bank of the State of Missouri was established, 
with five branches, located at Lexington,. Fayette, Palmyra, Cape 
Girardeau, and Sprin^eld, and with authority to issue its credit 
notes without limit if it maintained a coin reserve of 33J per cent. 
Its capital was $3,450,000, one-half of which was owned by the State, 

This was the only bank in the South or West that did not even tem- 
porarily suspend specie payments. Its credit notes were always and 
constantly redeemed on demand in specie. Indeed^ so gooa were 
these credit notes that they were preferred to specie m New Mexico, 
Utah, and on the Pacific coast; and a gang of coimterfeiters, taking 
advantage of their high standing, struck off imitations of them in 
large quantities. 

And yet the issues of the bank never equaled the maximum limit of 
three times the coin held, the amount m circulation in 1856 being 
only $2,200,000, while the coin in the vaults was $1,140,000, although 
it was the only incorporated bank at that time doing a regular banking 
business in the State. 

LOUISIANA BANKS. 

In 1842 the State of Louisiana passed a bank act, which, though 
erring in one or two particulars, was nevertheless almost iaeal, and 
under it "the State, in 1860, stood fourth in banking capital and held 
more specie than any other State except one.'' « 

No limit was placed upon the amoimt of credit notes the banks 
could issue, and no security was specially pledged for their redemp- 
tion. The virtue and real substance of the act was in requiring a com 
reserve of 33} per cent of all liabilities, deposits as well as notes, and 
confining the loans outside of capital to paper running for ninety days 
or less. 

a Hoiace^White. 
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Not a single bank organized under this law suspended specie pay- 
ment during the panic of 1857, and all were conforming to tne 
requirements of redemption when General Butler marched down the 
streets of New Orleans. 

THB STATE BANK OF IOWA. 

Iowa, in the morning of her statehood, was opnosed to banking as 
a business^ her first constitution providing '' that the ^neral assembly 
shall provide for the organization of all other cori>orations except with 
bankmg privileges, the creation of which is prohibited.'' 

The constitution also provided that "The general assembly shall 
prohibit by law any person or persons, association, company, or cor- 
poration from exercismg the privilege of banking or creating paper to 
circulate as money," the penalty for each offense being one.year in the 
coimty jail and a nne. 

But during the hitervening years down to 1857, when the new con- 
stitution was framed. Iowa liad suffered so severely from the bond- 
secured circulation or Illinois ra particular, known as ''wild-cat,*' 
"red-dog," and "yellow-dog" money, that provision was incorporated 
permitting the legislature to create corporations with banking powers, 
subject, however, to a vote of the electors, and^ also to establish a 
State bank with branches, founded on actual specie basis. 

It was provided that the branches should be mutually responsible 
for each other's notes; that the stockholders i^ould be liable for an 
additional amount eoual to their stock; that the bank could issue pure 
credit notes for double the amount of the paid-up capital; that in case 
of insolvency the bill holder should have a prior Uen over other 
creditors, and that specie redemption must be maintained. 

To secure this solvency beyond peradventure each branch was 
required to deposit with the State bank either coin. United States 
stocks, or interest-bearing State stocks at their market value in New 
York, but in no case above par. This deposit was equal to 12i per 
cent of the note issue and was known as ''the safety fund" to redeem 
the notes of the branches in case any of them failed to do so. In 
addition each branch must have on hand an amount of coin equal to 
25 per cent of its notes outstanding and deposits held. 

Here are all the prerequisites of a well-mgh perfect banking system; 
and the result proved the soundness of the plan. 

*'The notes were so good," an Iowa member of this House remarked 
the other day, "that they would not stay at home." 

When the national banking system was established in 1865 and the 
10 per cent tax on circulation was imposed the life was choked out of 
one of the most perfect banking systems that had ever existed; and 
every note of the $1,439,764 outstanding on January 2, 1865, was 
redeemed without the loss of a single cent to the holders. 
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State Batik of Iowa, statement January g, 1866. 

ASSETS. 



Location of branches. 



Safety 
funds. 



Specie. 



Notes of 
other 
banks. 



Doe 

from 
other 
banks. 



Loans 
and dis- 
counts. 



United 
States 
and 
State 
bonds. 



Other 

items. 



Burlington 

Council Bluffs.. 

Davenport 

Des Moines 

Dabuque 

Fort Madison... 

Iowa City 

Keokuk 

Lyons City 

Maquoketa 

McGregor 

Mount Pleasant 

Muscatine 

Oskaloosa 

Washington.... 

Total 



135,500 
68,000 
25,000 
19,500 
36,305 
19,000 
13,000 
20,000 
12,500 
7,700 
7,000 
12,000 
11,000 
12,000 
10,400 



$77,626 
6,333 
3,284 
36,731 
71,806 
16,674 
8,775 
38,288 
33,678 
15,543 
4,934 
23,526 
19,754 
22,270 
10,674 



$243,654 
25,520 

217,401 
66,646 

102,817 
38,433 

112,415 
71,835 
47,487 
46,747 
8,007 

123,446 
73,373 
31,006 
91,688 



$139,525 
64,148 
68,147 

4,735 
84,345 

7,577 
37,153 
41,353 
68,223 
27,200 



13,383 
55,000 
21,029 
46,686 



$470,432 
59,664 
166,490 
173,894 
427,826 
60,272 
128,823 
169,090 
86,037 
30,603 
58,981 
175,677 
158,955 
108,734 
192,877 



$19,100 

1,824 

54,600 

10,000 

115,956 

3,588 

27,881 

40,278 

8,200 

1,687 

1,050 

31,287 

7,022 



38,700 



308,906 



389,802 



1,300,481 



668,511 



2,468,362 



361,182 



$3,464 

11,192 

11,376 

1,986 

20,408 

20,021 

2,818 

2,871 

6,227 

4,221 

84 

10,993 

16,094 

6,833 

5,260 



122,844 



LIABILITIES. 



Location of branches. 



Capital. 



Circula- 
tion. 



Due other 
banks. 



Dup to de- 
positors. 



Other 
items. 



Total lla- 
biUties. . 



Burlington 

Council Bluffs. . 

Davenport 

Des Moines 

Dubuque 

Fort Madison... 

Iowa City 

Keokuk 

Lyons City 

Mlaquoketa 

McGregor 

Mqunt jPleasant 

Muteatine 

Oskaloosa 

Washington.... 

Total 



$150,000 
50,000 
60,000 
78,000 
150,000 
77,000 
70,000 
80,000 
50,000 
25,000 
60,000 
50,000 
58,200 
60,000 
60,000 



1,048,200 



$266,940 

97,904 

1,785 

140,035 

283,837 

68,886 

32,276 

132,477 

86,686 

30,640 

19,484 

90,390 

04,390 

81,131 

43,003 



$1,266 

113 

5; 454 

1,404 

9,148 

187 

479 

1,233 

1,501 

46 

296 

1,016 

12,069 



110 



$552,177 
•57, 136 
452,751 

83,369 
361,474 

19,493 
214,772 
166,232 
111,768 

73,339 

4,009 

212,738 

199,816 

64,356 
288,037 



$18,810 
31,530 
16,308 
10,684 
65,006 



13,348 
13,773 
11,509 
4,679 
6,268 
36,569 
6,722 
6,388 
16,136 



1,439,764 



34,929 



2,861,462 



246,736 



$989,193 
236,683 
636,299 
313,493 
869,466 
165,660 
330,876 
383,717 
261,365 
133,706 
80,068 
390,314 
341,199 
201,876 



6,620,001 



THE SUFFOLK SYSTEM OF NEW ENGLAND, 

During all this varied experience in the West and South there was 
a most conspicuous illustration of a true credit currency in process, 
demonstrating and proving every principle involved in adapting it to 
our 12,000 banks, State and national, should the former desire to come 
into the system. It was the Suffolk system of New England. 

Here were six States, with laws varying in each, and portions of 
them far more remote from Boston, where the Suffolk Bank was 
located, than any part of the United States is from any other part 
to-day, so far as business relations and convenience are concerned. 

There were no railroads, telegraph lines, or long-distance telephones. 
Indeed, almost every essential to anything like a sound system of 
banking, as observed from the standpoint of to-day, was wanting. 
There was no law requiring a uniform reserve. There was no law 
requiring coin redemption. There was no law requiring a bona fide 
capital. There was no check upon the amount of no^ any bank 
might issue if dishonestly inclined. 



hgle 



lo-aay in ine sane estates, ^an any rair-minaea, impartial man aeny 
that the conditions to-day are vastly in favor of better results ? One 
law for all, a bona fide capital, a required reserve, a system of redemp- 
tion established by law, notes furnished by the Government, and a 
common national supervision all unite to compel the admission that 
any system that could prove its adequacy under such adverse condi- 
tions from 1840 to 1860 would certainly approximate perfection to-day. 

Nowhere in the whole range of banking experience have so many 
things been demonstrated beyond cavil which the student of this sub- 
ject wants to know. 

To all intents and purposes the possible issues were without limit, 
the actual circulation m 1840 being only 23 per cent of that permitted, 
in 1850 only 40 per cent, and in 1860 only 36 per cent. 

During every year from 1840 to 1860, except one, the note issues 
were greater (and usually nearly double) than the deposits, illustrat- 
ing with what certainty such a system adapted itself to the ever- 
varying needs of the people who were fortunate enough to have it and 
how it invariably, with peculiar fitness, met the needs of the rural 
districts where currency and not checks was especially required. 

The States of New Hampshire and Vermont had bank capital 
amounting to $8,150,000 in 1850 and notes outstanding amoimting to 
$7,300,000, while Boston, with $32,700,000 of capital, had out only 
$7,600,000 of notes. 

CONTEMPORABY COMMENTS OF OFFICIAL REPORTS ON THE SYSTEM. 

The currency of this State is of the first order and can not be improved, being equal 
to gold and silver. This is strong language, we admit, yet perfectly true, for every 
bill holder can on demand convert his bills into coin. (Connecticut Bank Conmiis- 
sioners' Report, 1841.) 

If there was no ch'.ck upon circulation there might be some danger^ but the fire- 
auent redemptions at the Suffolk Bank and the rapid communications between 
different parts of the country will prevent any greater circulation than the natural 
business wants of the country will sustain. * * * Inde^, this system of par 
redemption seems to be a most perfect regulator upon all the New England banks. 
It would seem somewhat surprising that something has not been adopted in other 
parts of the country that should produce the same beneficial results. (Connecticut 
Bank Commissioners* Report, 1848.) 

We believe there is not a more sound and safe currency in existence than that 
furnished by the banks in this State. We know of no better system of banking than 
ours. (Connecticut Bank Commissioners* Report, 1849.) 

The bills of any country bank, redeemed at par in any commercial city, will always 
be ciurent throughout the extent of region whose business channels flow to that city. 
Hence, New England money is worth more in the cities of New York and Philadelphia 
than the bills of their own country banks. Vermont bills have uniformly borne a 

Eremium in the eastern cities without loss, while bills of their own States are at a 
eavy discount. (Vermont Bank Commission's Report, 1852.) 
The "Suffolk system," though not recognized in our banlong law, has proved to 
be the great safeguard to the public. Whatever objections may exist to this " system" 
in theory, its practical operation is to keep the circulation of our banks within the 
bounds of safety. No sound bank can have any well-founded reason for refusing to 
redeem its bills in Boston, and a bank that is not sound can not long do business under 
that system and ceases to be in good credit when it is "thrown out at the Suffolk.'^ 
(Maine Commissioners' Report, December 31, 1857.) 
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It is by no means wonderful that a system which has stood the test of time and 
struck its roots so deep as to have become incorporated with and formed a part of our 
bankingsystem should be abandoned with hesitation for one which is new and untried. 
(Maine Bank Commissioner's Report, 1865.) 

The charters of the banks have been renewed. If the laws by which they are con- 
stituted the agents of the people to provide a currency, and by which their faithfulness 
in the discharge of such agency is secured, remain unchanged, there is every reason to 
believe that the currency of Massachusetts will be for the next twenty years what it has 
been for the twenty years past — ^as perfect as any in existence, as perfect as in the nature 
of things it can be. No reasonable man, no practical man, no man who is not bound 
hand and foot in the fetters of mere theory, can desire for the people a currency better 
adapted to meet aU the circumstances of a business community than that which has 
been furnished by the banks of Massachusetts for the last quarter of a century. (James 
B. Congdon, cashier Merchants* Bank, New Bedford, in memorial to governor of 
Massachusetts, 1851.) 

The anomalous feature of the case is that the wellnsecured bond-protected bank 
issues of New York are at a greater discount at this point than the apparently unse- 
cured circulation of New England, including places himdreds of miles off, and inac- 
cessible, in a measure, for compulsory redemption. * * * 

We said that the Massachusetts currency was apparently unsecured. In reality 
their bank paper is well secured. The experience of the last fifteen years has demon- 
strated that the losses from bank issues in the State of New York are four or five times 
greater than in Massachusetts. The system of the latter is better than our own. (New 
York Courier and Enquirer, 1854.) 

The State parts with these objects of her care and solicitude with many r^rets^ but 
with a just pride in their career, inspired by the belief that their capital has been highly 
instrumental in promoting the prosperity of the State, and that they have furnished sa 
good a paper currency, based on individual credit, as any part of the country has ever 
enjoyed. (Massachusetts Banking Report, 1865.) 

fHE SUFFOLK SYSTEM THE BETTER. 

When the soundness of this system is tested by a comparison with 
the national system of to-day the result more than justifies the asser- 
tion that the former was incomparably the better; for, when the 
conditions during the twenty years from 1840 to 1860 are compared 
with those of the past thirty years^ all must admit that argument is 
futile and the conclusion inevitable. 

Mark this, that while a tax of one-eighth of 1 per cent on all the 
notes in circulation would have paid all flie notes of failed banks from 
1840 to 1860, it would have taken a tax of one-fifth of 1 per cent on all 
notes out to pay the notes of the failed national banks. 

Nor is this all. The Suffolk svstem greatly lowered the rates of 
interest and thereby advanced tne welrare or labor and brought a 
larger return to the producers through New England. 

It has been impossible for the banks of discount to find use for all their means in 
discounting good paper, and some, having the largest capital, have reduced the rate 
of interest, in a few instances, to 5, 4, and even 3 per cent. (Connecticut Bank OcMm- 
missioners' Report, 1844.) 

If the rate of 3 per cent was reached in 1844, what ought it to be 
to-day with our vastly increased capital in the banking busmess ? But 
the fact is that we have the most expensive banking system in the 
world, which, if persisted in, may drive us from the coveted fields of 
the world's commerce. 
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The following table indicates the distribution of the New England 
banks, according to size, about 1840: 



100,000 or less. 



No. Amount. 



Over $50,000; less 
than $100,000. 



No. Amount. 



flOO.OOO. 



No. Amount. 



Maine (Jannarj, 1841) , 

New Hampshire (J une. 1840) . . . . 

\ermont (October, 1839) 

Massachusetts (October. 1840) . . 
Rhode Island (I>ecember. 1840) . 
Connecticut (March. 1840) 



$1,099,000 
100 000 
280,000 



$445,000 
185,000 
662,770 



601,480 
40,000 



1,006,510 
479,580 



$1,100,000 

1,600,000 

200,000 

3,900,000 

600,000 

100,000 



Total. 



• 46 



2,120,480 



38 



2,678,860 



75 



7,fi00,000 



Over $100,000; 
loss than IJOO.OOO. 



No. 



$300,000 or over. 



TotaL 



No. 



Amount. 



No. Amount. 



Maine (January. 1841) 

New Hampshire (June, 1840) . . . 

Vermont (October, 1839) 

Massachusetts (October. 1840) . 
Rhode Island (December. 1840) 
Conneotioot (March, 1840) 

Total 



$1,027,500 
052,608 
255,000 
7,740,000 
2,218,950 
2,233,115 



$700,000 
300,000 



22,110,000 
5,548,275 
6,025,550 



47 
27 
18 
116 
62 
31 



$4,371,600 
2,837,506 
1,297,770 

33,750,000 
9,976,215 
8,878,245 



81 



14,147,073 



60 



34,683,826 



300 



61,110,238 



• 01 these 46 banks, 7 are of less than $40,000 capital, 3 of them being $25,000 or lest. 

The maximum limit to circulation was. in the early days of the New England banks, estabUsihed bj 
the State legislatures in the case of each individual bank and varied widely, not only from State to State 
but also among the different charters in the same State. The differences between charters granted in 
the same State had, however, for the most part, been done away with before 1840, and between 1840 
and 1860 the relation between circulation and capital was fixed in the New England States as repre- 
sented In the annexed table: 

Per cent of capital. 

Massachusetts 125 

Vermont after 1840 200 

New Hampshire alOO 

Maine, to 1840: 

Banks with a capital of $50,000 or Jess 100 

Banks with a capital of from $50,000 to $150,000 75 

Banks with a capital of more than $150,000 6^ 

Maine, after 1846.. »50 

Connecticut, before 1855 160 

Connecticut, 185&-1858 125 

Connecticut, after 1858 : 76 

Rhode Island: 

Banks with capital of $60,000 or less 76 

Banks with capital of $50,000 to $120,000 66 

Banks with capital of $400,000 to $500,000 20 

Rhode Island, after 1850 65 



Actual circulation compared with circulation permitted. 
1840. 



state. 


Number 
of banks. 


Capital. 


Actual cir- 
culation. 


Circulation 
permitted. 


Massachusetts 


115 
62 
31 
49 
27 
17 


$33,750,000 
9,880,500 
8,806,204 
4,671,500 
2,837,508 
1,196,770 


$9,112,882 
1,719,230 
2,325,589 
1,224,658 
1,088,750 
1,099,784 


$42,187,000 


Rhode I sland 


5,000,000 


Connecticut 


13,209.000 


Maine 


3,500,000 


New HampshlTe........ 


2,837,000 
3,590,000 


Vermont 




Total 


301 


61,142,482 


16,670,803 


70,323,000 





a Less loans on pledge of the bank's stock. 
» Plus specie held. 
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Actual circulation compared with circulation permitted — Continued^ 
1850. 



State. 


Number 
of banks. 


Capital. 


Actual 
circulation. 


diculatfon 
permitted. 


ICassachosetts 


126 
63 
37 
32 
22 
27 


136,925,060 
11,716,337 
9,162,801 
3,248,000 
2,203,950 
2,197,240 


$17,005,826 
2,553,865 
4,888,029 
2,654,208 
1 751,096 
2,856,027 


$46,156,000 
6,000,000 
13,729,000 
3,050,000 
2,203,000 
4,395,000 


Rhode Island 


roTiTiActicnt 


Maine 


Naw TTp-mpahirf^ , 


Vermont 




Total 


307 


65,443,378 


31,709,051 


76,633,000 





1860. 



Kassachusetts... 
Rhode Island.... 

Ck>nnecticut 

Maine 

New Hampshire. 
Vermont , 



Total. 



178 
91 
74 
68 
51 
44 



506 



$66,482,050 

20,865,569 

21,006,997 

7,606,890 

4,981,000 

3,872,642 



125,315,148 



$25,012,745 
3,558,^ 
7,702,436 

' 4,149,718 
3,332,010 
3,784,673 



47,639,877 



$83,102,000 
13,562,000 
16,205 000 
6,765,000 
4,931,000 
7,745,000 



131,310,000 



Statemeni sTiowing condition of banks in the six New England Stales for years 1840-1860^ 
as n£ar to January 1 %n each year as may he. 



• Exclusive of New Hampshire. 



THE BANKING SYSTEM OF CANADA. 

It only now remains to call attention to one other instance of a true 
credit currency, and that is the banking system of Canada, where the 
law provides for a guaranty fund of 5 per cent and also makes the note 
a first lien upon the assets of the bank. 

Those of our people who live along the Canadian border and can see 
our own system working to such great disadvantage as compared with 
that of Canada are compelled to wonder why we, too, do not adopt the 
natural tool of commerce rather than keep a relic of the war which 
some hold g^ood — ^yes, the best — either because they have determined 
that they mil not see or because, though they may see, they fear they 
6hall not be able to convince others. 
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The currency of the Canadian banks rises and falls with the needs of 
that country from year to year, from season to season, from month to 
month, and from day to day. 

Can any man say that our currency reflects in its amount the de- 
mands of business? Must not everyone who has given the matter 
even a superficial thought confess that it is much or little according to 
the speculation in bon&, causing inflation half the time and panics the 
other half? 

From this array of facts it is submitted that every Quality claimed for 
a credit currency has been demonstrated, proved, ana substantiated. 

A CREDrr CURRENCY IS SOUND. 

It is soimd; and we point to the fact in confirmation thereof that 
it is the currency of France, Germany, Scotland, Belgium, Holland, 
Austria, Japan, Canada, Australia, and was the currency of the first 
and second United States banks, the Bank of Indiana, the Bank of 
Ohio, the Bank of Iowa, all the banks of the State of Louisiana under 
the act of 1842, and all the banks of New England, 504 in number, 
from 1840 to 1860. 

Nay, more, we here and now challenge anyone to cite a single 
instance in American history where a single word or term of oppro- 
brium or derision was ever used in relation to any true credit cur- 
rency. On the other hand, we assert that all the wild-cat, yellow- 
dog, blue-pup, and every other kind of dog money, to which allusion 
is constantly made, was issued under conditions entirely different 
from those imposed in this bill, and that a careful and thorough inves- 
tigation will disclose the fact that practicallv all of the so-called 
"dog'* money was put out imder the guise of State notes or bond- 
secured money, the bonds being United States bonds or stocks, the 
bonds or stocks of the several States with the addition, now and then, 
of other securities, such as railroad bonds, as provided in the law oi 
Wisconsin. 

Let no man from this day forth, who cares for his reputation as a 
student of this question try to link any of the opprobrious terms, 
including the word ''dog,'' with the credit currency of our own or 
any other country, because whenever and wherever a true credit cur- 
rencv has been issued, in accordance with the provisions of this bill, it 
has been as good as gold or the coin of the realm, or the government 
where issued. 

CREDrr CURRENCY ADJUSTS ITSELF. 

The assumption that a system of credit currency means only ex- 
pansion and not con^traction is completely refuted by the following 
statement: 
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From this comparison of the possible and the actual issues, in every 
instance, every fair-minded and reasoning man must conclude that a 
natural and perfect relation must exist between a true credit currency 
ajid the work it is called upon to perform. 

LIFE OF A CREDIT NOTE. 

The average life of a true credit note is in bold contrast with that of 
our present national-bank note. 

Dayi. 

The note of the Scotch banking system remains out ^ 18 

The note of the Canadian banking system remains out 30 

The note of the New England (Suffolk) banking system remains out 45 

The note of the national-banking system remains out 730 

Or more than two years, which is about the time the paper itself lasts, 
"when it must be returned, of necessity, for renewal. 

The frequent redemptions of the credit notes reflect their relations 
to business transactions, while the redemption of the national-bank 
notes reflects Httle more than the life of the paper upon which they 
are printed. 

Tnat a credit note is just as economic in its use as a deposit, which 
is received to be loaned out, no one will deny, making the nominal 
allowance for the cost of the note and its redemption. 

CREDIT CURRENCY IS INEVITABLE. 

Recalling these facts, then — 

First. That owing to our constantly increasing population and con- 
stantly expanding business, provision must be made for a large aimual 
increase. 

Second. That this increase can not be silver in any form, for we 
shall not purchase another oimce of bullion, and that it would be 
unnecessarily expensive even if we could rely upon an adequate supply 
of gold. 

Third. That our present bond-secured currency, while safe, is just 
as expensive as gold and bears no relation whatever to business needs, 
beiQg a bond-speculation scheme pure and simple. 

Fourth. That the true credit ciurency, protected as provided ra this 
measure, being as good as gold itself, adapts itself always and under 
all circumstances to the ever- varying needs of the people, and is as 
economical as a sound credit can be m any form. 

A single conclusion alone is left as the result of this searching and 
exhaustive examination of present conditions, and running back for 
more than two hundred years, and that is that we need and must and 
will have sooner or later credit currency protected by a proper reserve 
and redeemable on demand in gold com. 

That the proposed currencv is safe beyond any peradventure, your 
committee feel confident. For the Report of the Comptroller shows 
that all the creditors of the national banks that have failed have 
received 78 per cent of the amount due them. Therefore only one- 
quarter of the amount due any note holdf^r, who is a general creditor 
of the bank, would have to be paid out A the guaranty fund. But 
the records of the Comptroller's office show that a tax of one-fifth of 1 
per cent upon all the notes of the national banks would have paid the 
notes of the failed banks in full. Therefore the 5 per cent guaranty 
fund, which would be called upon to pay only one-fourtn of this 
amount, would last just one hundred years. 



Digitized by 



Google 



Digitized by 



Google 



SCIENTO'IC BANKING SYSTEM. 



143 



g§i 






illiilliiliillgllff 



5 « ti id S CO t^ « «o CO 3 o> o S So S -* S r 



liill 



§ii3Sisgf|s|§sg§§ss 



fimiiiiiiiiiiiiff 

«o eo'i-T V iH cf o o rH cf "^ d" 



ci^oSioSc$t«oo9t«toc^&o<DOcoc^ 



i-t i-tC4tOiHO C4 



^r-H««*00t^06WO»»«^C0gJC0rH-*'*^^ 



o'*'^^-'5'*»^^«.-J^ 



illifiiliiliilSilii 



§iaiSi«§2sl§iiggSSS 






Cj-.^OOOOOOCO>«t^g55gJ^Q5r- 



IC000050 









sill 



i¥ai¥s¥§¥s¥sii 



«ooc 



5t-?5eo 



§i§§§isisi§i§ii§§i 






O'SS'^rJ 



. . . °H 



la?] 



gg^gs 



11 

It 



^3 



I 






P 
It 



1 



8^^ 



Digitized by 



Google 



Digitized by 



Google 



Digitized by 



Google 



RESERVES OF BANKS AND TRUST COMPANIES REQUIRED 
BY THE LAWS OF THE DIFFERENT STATES. 

(Down to January 1, 1908.) 



Alabama No reserve reqiiiremeut. 

Alaska No reserve requirement. 

Arizona No reserve requirement. 

Arkansas No reserve requirement. 

California 20 per cent (200,000 population or over), J5 per 

cent (less than 200,000). These percentages of 
cash reserve required on demand or immediate 
liabilities and time certificates of deposit. Cash 
includes specie, national-bank notes, legal-tender 
notes, all paper obligations of the United States 
circulating as money, exchanges for clearing- 
house associations. One-half of cash reserve 
may consist of moneys on deposit subject to call 
with any solvent bank or trust company. Re- 
serve requirement applies to every banking cor- 
poration except savings banks and every person 
and partnership doing a banking business. 

Colorado No reserve requirement. 

Connecticut 15 per cent of aggregate deposits. Applies to banks 

and trust companies. Not less than four-fifths 
(gold and silver coin, demand obligations of 
United States national bank currency) must be 
held in banking office of banks or trust com- 
pany. Remaining one-fifth may be balances 
subject to demand draft with reserve agents, ap- 
proved by bank commissioners which are mem- 
bers of clearing-house associations of New York, 
Boston, Philadelphia, Chicago, or Albany; or 
State banks or trust companies in New Haven 
or Hartford; or railroad bonds which are legal 
investments for sjivings banks. 

Delaware No reserve requirement. 

District of Columbia Stock savings banks subject to national-bank act as 

far as applicable. No reserve requirement for 
safe deposit, trust, loan, and mortgage companies. 

Florida 20 per cent of aggregate amount of deposits in law- 
ful money. Applies to banking companies incor- 
porated to carry on business of banking. Three- 
fifths may consist of balances payable on demand 
due from banks or bankers in other cities with 
which current account is kept ; or bonds of United 
States, State of Florida, counties and cities of 
Florida, approved by comptroller of State. 

Georgia 25 per cent. No bank or corporation doing a bank- 
ing business allowed to reduce cash in hand, in- 
cluding amount due by banks and bankers and 
the market value of all stocks and bonds actually 
owned and held, below 25 per cent of demand de- 
posits. Trust companies can not receive deposits 
subject to check or discount commercial paper until 
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doing combined savings and commercial business 
must keep separate books for each kind of busi- 
ness and commercial business subject to reserve 
requirements. 

Illinois No reserve requirement. 

Indiana No reserve requirement as to State banks or trust 

companies. Trustees of savings banks may keep 
in reserve not exceeding 20 per cent of the total 
amount of deiwsits without investment, or de- 
posit same on call, with or without interest, in 
any bank organized under laws of Indiana or 
national bank. 

Iowa 15 per cent (3,000 or more), 10 per cent (less than 

3,000) of total deposits of State banks. Three- 
fourths of reserve may be kept on deposit sub- 
ject to call with other banks organized under 
State or national laws. 
20 per cent and 8 per cent (3,(X)0 or over), 15 per 
cent and 8 per cent (under 3,000), 8 per cent. 
Applies to savings banks. Savings banks doing 
commercial business must keep cash reserve 20 
l>er cent of commercial deposits and 8 per cent of 
savings deposits in towns where population is 3,000 
or more; where less than 3,000, 15 per cent and 
8 per cent, respectively. Savings banks doing ex- 
clusive savings-bank business, 8 per cent Three 
fourths of above reserves may be on deposit 
subject to call with other banks organized under 
State or national laws. No corporation can do 
banking business unless subject to banking laws, 
except loan and trust companies may receive 
time deposits and issue drafts on th^ir depos- 
itaries, but are subject to examination and control 
by auditor of state the same as State and savings 
banks. 

Kansas 25 per cent (over 5,000), 20 per cent (less than 

5,000), 25 per cent (reserve banks). Banks must 
have these percentages of entire deposits in avail- 
able funds on hand. One-half of reserve may 
consist of balances due from good solvent banks 
located at commercial centers and at such other 
points as bank commissioner may approve; one- 
half must be actual cash. Cash items not consid- 
ered as part of reserve. Bank commissioner may 
refuse to consider as part of reserve balances due 
any bank from any other bank which shall refuse 
or neglect to furnish him with required informa- 
tion. 
10 per cent. Savings banks or savings associations, 
which do not transact general banking business' 
must keep on hand at all times in actual cash 10 
per cent of deposits and must keep a like sum 
invested in certified bonds. 
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Kentncky 25 per cent (over 50,000), 15 per cent (50,000 or 

less), 10 per cent (savings deposits). Incor- 
porated banks must keep on hand these percent- 
ages of total deposits. One-third must be money ; 
balance, funds payable on demand deposited in 
other banks. Provided no bank required to 
keep on hand more than 10 per cent of what 
are known as savings deposits, i. e., deposits on 
which the depositor has not the right to check, 
except upon giving thirty days* notice of his purr 
pose to withdraw same. Trust companies can 
not engage in banking business. Combined banks 
and trust companies can be organized in counties 
having population less than 100,000. Laws gov- 
erning banks apply to banking business of trust 
companies. 
Louisiana 25 per cent. Banks, banking associations, corpora- 
tions or companies must have on hand in lawful 
money and cash due from other banks 25 per cent 
of demand deposits; 8 per cent must be kept on 
premises in cash. Same requirement for banks 
organized to do a savings, safe deposit, and trust 
banking business. But deposits made in a sav- 
ings bank or savings department of a bank also 
doing a general banking and trust banking busi- 
ness, which are made on condition that they may 
not be withdrawn except on notice, shall not be 
considered demand deposits. 

Maine 15 per cent. Banks and trust companies must have 

on hand in lawful money 15 per cent of aggregate 
total deposits subject to withdrawal on demand or 
within ten days. Two-thirds may consist of bal- 
ances payable on demand due from any national 
bank and one-third of such 15 per cent may con- 
sist of lawful money and bonds of United States 
or of Maine, the absolute property of the corpora- 
tion. 

Maryland No reserve requirement. 

Massachusetts . 15 per cent. Banks shall keep in bank as reserve 

15 per cent of liability for circulation or deposits. 
Lawful money of United States or specie specially 
deposited by a bank in Boston in the bank of de- 
posit of the Boston Clearing House, or balances 
payable on demand due from other banks to banks 
out of Boston or in South Boston and in the 
parts of Boston formerly Brighton, Charlestown, 
Dorchester, Roxbury, and West Roxbury, which 
may be applied to the redemption of their bills, 
shall be a part of the reserve. 
15 per cent. Trust companies must maintain 15 
per cent of deposits subject to withdravfel on de- 
mand or within ten days in lawful money of 
United States; or one-third may consist of bonds 
of United States or Massachusetts, and two-thirds 
may consist of balances payable on demand due 
from a national bank in Massachusetts or New 
York City, or balances payable on demand or 
within ten days from any domestic trust com- 
pany doing business in Massachusetts, approved 
by board of bank commissioners, and which main- 
tains a 15 per cent reserve in accordance with cer- 
tain specified requirements. 

Michigan 20 per cent (over 100,000), 15 per cent (100,000 or 

less). Commercial banks must keep on hand 
these percentages of total deposits. One-half 
must be in lawful monev: halATicA mnv hA In 
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consist of moneys on deposit, subject to call, with 
any bank or trust company in the State haying 
capital of at least $200,000 and approved by the 
superintendent of banks as reserve depository. 
Trust companies in cities over 800,000 must have 
at least 15 per cent of aggregate deposits on hand. 
Whole reserve may, and at least one-third must, 
consist either of lawful money of United States, 
gold or silver certificates, or national-bank notes. 
One-third may consist of bonds of United States, 
. ^ bonds of New York State, and bonds of cities of 

f ' the first or second class in New York, computed at 

i their par value, which must be the absolute prop- 

erty of the corporation exclusive of all other in- 
vestments. Balance of reserve over and above the 
part consisting of lawful money, gold and silver 
certificates, and national-bank notes, and the part 
consisting of bonds, must consist of moneys on 
deposit subject to call in any bank or trust com- 
> pany in the State with capital at least $200,000 

^' or capital and surplus of $300,000 and approved by 

superintendent of banks. Trust companies else- 
where must have reserve of at least 10 per cent 
aggregate deposits. Whole reserve may, and at 
least 30 per cent must, consist either of lawful 
money of the United States, gold or silver cer- 
tificates, or national-bank notes; 30 per cent may 
' consist of bonds of United States, New York 

State, and of cities of first or second class within 
State, computed at par value and the absolute 
property of corporation exclusive of all other in- 
vestments; balance of reserve over and above 
parts consisting of lawful money and of bonds 
must consist of deposits in banks or trust com- 
panies as above. Savings banks may keep avail- 
able fund not exceeding 10 per cent of total de- 
posits on hand or on deposit in specified de- 
positaries. 

North Carolina 15 per cent, 5 per cent. Every bank must have on 

hand reserve in available funds 15 per cent of 
aggregate deposits. Two-fifths must be cash In 
vaults of bank. Savings banks must keep reserve 
of 5 per cent on hand. Available funds consist of 
cash on hand and balances due from other solvent 
banks. Cash includes lawful money United 
States and exchange for any clearing-hoiise asso- 
ciation. 
North Dakota 20 per cent. Banks must have on hand in availa- 
ble funds an amount which, after deducting there- 
from amount due to other banks, shall equal 20 per 
cent of total deposits. Three-fifths of reserve 
may consist of balances due from good solvent 
State or national banks or trust companies, which 
carry suflacient reserve to entitle them to act as 
depository banks and are located in such commer- 
cial centers as will facilitate the purpose of bank- 
ing exchanges, and which depository banks are 
approved by State banking board; remaining two- 
fifths must be actual cash on hand. Cash items 
shall not be included in computing reserve. 
Banks prohibited from carrying as cash or cash 
items any pai)er or other matter except legitimate 
bank exchange, which will be cleared on same or 
next succeeding business day. No specific reserve 
for savings banks or trust companies, but " bank- 
ing business " prohibited without complying with 
banking laws. 
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Ohio 20 per cent, 15 per cent Bach banking company 

shall at all times have on hand lawful money of 
the United States to at least 20 per cent of its 
deposits (no provision apparently for deposit of 
part of this in bank; this is an old banking law). 
Safe-deposit and trust companies must have on 
hand 15 per cent of deposits, payable on demand 
or within ten days. One-third of such reserve 
may be clearing-house certificates for specie or 
lawful money specially deposited in the vault of 
such safe-deposit company or in United States 
subtreasuries for the purpose of any clearing- 
house association of which such company may be a 
member. One other third of reserve shall consist 
of bonds of the United States or of Ohio, the 
absolute property of said company. The remain- 
ing third of said reserve shall be lawful money of 
the United States. 

Oklahoma 20 per cent (less than 2,500), 25 per cent (over 

2,500), 25 per cent (reserve banks). Every bank 
doing business under laws of Oklahoma must have 
on hand in available funds 20 per cent of entire 
deposits where population less than and 25 per 
cent where over 2,500. Two-thirds of reserve may 
be balances due from good, solvent banks, selected 
from time to time with the approval of the bank 
commissioner. One-third of reserve must be actual 
cash. Bank made reserve depository for any 
other bank must have 25 per cent reserve. . Bank 
commissioner may refuse to consider as part of 
reserve balances due from banks which refuse to 
furnish him required information. 
10 per cent. Savings banks which do not transact 
general banking business required to keep on hand 
10 per cent actual cash and 10 per cent invested 
in specified bonds. 

Oregon 25 per cent, 10 pei' cent (50,000 or over); 15 per 

cent, 10 per cent (under 50,000). Reserve re- 
quired of 15 per cent of demand liabilities and 10 
per cent of time deposits where population less 
than 50,000 ; and where it exceeds 50,000, 25 per 
cent and 10 per cent, respectively. The reserve is 
required to bo- in actual cash or balances due 
from good solvent banks to be approved by the 
bank examiner. At least one-third must be actual 
cash on hand. Applies to all doing a banking 
business. 

Pennsylvania 15 per cent. Banks, banking companies, savings in- 
stitutions, trust companies receiving deposits sub- 
ject to check or payable on demand, must have 
reserve on hand of 15 per cent of the aggregate 
amount of immediate demand liability. Whole 
reserve may, and at least one-third must, consist 
of- either lawful money of United States, gold or 
silver certificates, national-bank notes, or clearing- 
house certificates, representing specie or lawful 
money specially deposited for the purpose of any 
clearing-house association, held and owned by any 
such corporation as a member of a clearing-house 
association ; one- third or any part thereof may con- 
sist of bonds of United States, Pennsylvania, cities, 
counties, or boroughs of Pennsylvania, bonds that 
are legal investments for savings banks in Penn- 
sylvania, computed ^t their par value, absolute 
property of corporation. Balance of reserve over 
and above part consisting of lawful money, etc, 
and part consisting of bonds, may consist of 
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moneys on deposit, subject to call, in any bank or 
trust company in Pennsylvania approved by 
bank commissioner, or in any bank or trust com- 
pany in any other State located in a reserve city 
designated by Congress, approved by bank com- 
missioner. 
7J per cent. Banks and other corporations receiv- 
ing deposits payable at future time must have on 
hand reserve at least 7i per cent of all time de- 
posits, kept as specified by law. 

Khode Island No reserve requirement. 

43outh Carolina... No reserve requirement. 

■South Dakota 20 per cent. Banking corporations must have on 

hand in available funds an amount which, after 
deducting therefrom the amount due to other 
banks, shall equal 20 per cent of total deposits. 
Three-fifths may be balances due from good sol- 
vent State or national banks or trust companies 
which carry sufficient reserve to entitle them to 
act as such depository banks, and are located in 
such commercial centers as will facilitate the 
purposes of banking exchanges; depository banks 
to be approved by State banking board. Two- 
fifths must be actual cash on hand. Cash items 
not included in computing reserves. Carrying as 
cash or cash items any paper or other matter ex- 
cept legitimate banking exchange, which will be 
cleared on same or next succeeding business day 
prohibited. Banking business prohibited except 
in compliance with banking law. 

TTennessee No reserve requirement. 

Texas 25 per cent. Banking corporations must have cash 

on hand and due from other banks 25 per cent of 
aggregate demand deposits; 10 per cent must be 
actual cash in bank. Reserve fund may be kept 
on hand or on deposit, payable on demand, in 
any bank or banking association of Texas, or 
national bank approved by superintendent of 
banking, and having paid up capital of $50,000 or 
more ; but deposits in any one bank or trust com- 
pany not to exceed 20 per cent of total deposits, 
capital, and surplus of bank. Law covers banks 
authorized, in addition, to do trust company busi- 



15 per cent. Savings banks must keep available 
cash fund not less than 15 per cent of whole 
amount of assets. Same or any part may be kept 
on hand or on deposit, payable on demand, in 
any bank or banking association of Texas or 
national bank approved by superintendent, with 
restrictions, as above. 

Utah 20 per cent (25,000 or more), 15 per cent (under 

25,000), 10 per cent (savings deposits). Com- 
mercial or savings banks or banks having depart- 
ments for both classes of business (private banks 
subject to requirement) must have on hand as 
reserve in available funds 15 per cent of aggre- 
gate of commercial deposits and immediate lia- 
bilities, which reserve shall be 20 per cent where 
banks are located in cities having population of 
25,000 or more, and an amount equal to 10 per 
cent of savings deposits and immediate liabilities. 
Available funds consist of cash on hand and 
balances due the corporation or private banker 
from good, solvent banks. Immediate liabilities 
include all claims against the bank payable on de- 
mand. 
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Vermont No reserve requirement as to State banks or trust 

companies. 

Virginia No reserve requirement as to baniss or trust com- 
panies. 

Washington 20 per cent. All corporations doing business under 

general banking law must have on hand in avail- 
able funds 20 per cent of demand liabilities. 
Such sum may consist of balances due from good« 
solvait banks located at commercial centers and 
at such other points as State examiner may ap- 
prove, and actual cash or checks on solvent banks 
located In same city. Act covers ev«ry corpora- 
tion, domestic or foreign (exc^>t national banks 
and foreign banks not authorized to receive de- 
posits), transacting banking business In State. 

West Virginia 15 per cent Banks, cooperative banking associa- 
tions, and trust companies engaged in general 
banking business maintain reserve on hand In 
lawful money 15 per cent of aggregate deposits, 
subject to withdrawal on demand. In lieu of law- 
ful money, three-fifths may consist of balances iMiy- 
able on demand due from any national or State 
bank doing business In West Virginia or any 
solvent bank outside of State approved by super- 
visor. 

Wisconsin 15 per cent, 25 per cent. Banks must keep on hand 

as reserve 15 per cent of total deposits. Such 
l)ortion as board of directors may determine may 
be on deposit in banks approved by commissioner 
of banking as reserve banks; such reserve banks 
must keep on hand 25 per cent of total deposits 
in lawful money or on deposit in banks ^mbjeet 
to approval of commissioner of banking as reserve 
banks. Cash items not considered part of reserve 
of any bank. 
5 per cent. Mutual savings banks must keep on 
hand or on deposit in banks approved by commis- 
sioner as reserve banks at least 5 per cent of total 
deposits. 

Wyoming 25 per cent. Loan and trust companies shall main- 
tain reserve fund of at least 25 per cent of liabili- 
ties to depositors, which reserve shall be repre- 
sented by cash In vaults or on deposit subject to 
call with national or State banks approved by 
State examiner as reserve banks. 
10 per cent. Savings banks must hold in their own 
keeping or on deposit subject to call with some 
national bank or other bank organized under g«i- 
eral law, 10 per cent of savings deposits. 
(While provision is made for the organization of 
corporations for the purpose of carrying on gen- 
eral banking, savings bank and loan and trust 
business, specific requirements as to reserve are 
apparently made as to last two specific organiza- 
tions only.) 
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